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IN TR O D U C TIO N
The purpose o f this m emorandum is  to set forth  in h ighly condensed fo rm  a 
" f i r s t  d ra ft"  o f recom m endations fo r  basic p rem ises  o r concepts upon which the 
system  o f financial management in the Departm ent o f Defense should be developed  
and im proved , together with a sp ec ific  statem ent o f technical features which should 
be built into the system  based upon these concepts. Until there is genera l a g r e e ­
ment and understanding with resp ect to this subject, there w ill  be slow and incon ­
sisten t p rogress  in the establishm ent o f im proved  financial m anagement in  the 
m ilita ry  departm ents.
This m emorandum has been p repared  upon the basis o f extensive study o f the 
technical features o f financial management in the Departm ent o f D efense (including 
each o f the m ilita ry  departm ents) over a period  o f yea rs , including sp ec ific  s y s ­
tem s s t ill being tested o r developed. Many o f the features o f this outline have been 
suggested by one o r the other o f the m ilita ry  departm ents. No one departm ent has 
been com p lete ly  in the fo re fron t in  the developm ent o f a ll o f its individual system s.
W hile there p resen tly  ex is t many basic elem ents o f a system  o f financial m an­
agem ent in the Departm ent o f D efense, including each o f the m ilita ry  departm ents, 
there are many de fic ien c ies  and gaps which should be co rrec ted  o r f i l le d  in. M o re ­
over, there a re  numerous inconsistencies in techniques applied between the m ilita ry  
departm ents and a lack  o f c lea r  conception as to many features o f the ultim ate 
goa l. To  catalogue spec ific  defects and needs fo r  fu rther developm ent and im ­
provem ent in each m ilita ry  departm ent would be a m a jor work in its e lf.
Some of the technical features set forth  in this memorandum are con trovers ia l. 
A t the presen t point it  would be im possib le  to p repare  a statem ent that would be 
com p lete ly  accepted by a ll concerned. W hile there would doubtless be no d i f f e r ­
ences of opinion with respect to the basic p rem ises  or ob jectives  o f the system  of 
financial management, there would be many d iffe ren ces  o f opinion with respect to 
techniques. Some o f these d ifferen ces  o f opinion would resu lt from  d isagreem en t 
as to the re la t iv e  expense of  one technique as com pared with another, but other 
d iffe ren ces  o f opinion m ight r e fle c t  long standing "d o c tr in e " in  a particu lar d epart­
ment without thorough study o f possib le  a ltern a tives . Resolution o f these d i f f e r ­
ences is  h ighly im portant at this tim e from  the standpoint o f expediting developm ent 
o f the system  of financial m anagement in each departm ent along common lin es . 
There  is no attempt in this memorandum to be argum entative with resp ect to con ­
tro v e rs ia l m atters . To  m ere ly  state the pros and cons o f the many con trovers ia l 
issues would be im possib le  without w ritin g  a book.
U n iform ity  o f the system s of financial management fo r  the en tire  Departm ent o f 
Defense is b e lieved  d es irab le , p rovided  such un iform ity is confined to broad lines 
o f management, budgets, and reports , and does not extend to an attempt to make 
un iform  a ll o f the procedura l deta ils , including such m atters as com p lete ly  uniform  
docum entary-form s and charts o f transaction -flow s w ithin the departm ents. An 
attempt to ach ieve detailed  un iform ity would be doomed to fa ilu re .
Each o f the m ilita r y  departm ents is  d iffe ren t from  each other departm ent in 
genera l organ ization  and methods o f operations, pa rtly  as a m atter o f the d ifferen t
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nature o f their fo rc e s , pa rtly  as a resu lt o f trad ition , and pa rtly  as a m atter o f 
choice (o r p la in  ind iv idualism ). W hile the statutory independence and autonomy of 
each departm ent has an im portant bearing upon the p rob lem  of bringing about un i­
fo rm ity  in th e ir system s of financial management, the m anagement problem s 
resu lting from  m ere  s ize  o f each m ilita ry  departm ent are even m ore sign ifican t.
In genera l, it  has been found that the individual operating agency* is the p r im a ry  
unit o f m anagem ent and that prob lem s o f im proved  management must be approached 
at that le v e l fo r  successfu l solution. Hence, coordination o f system s developm ent 
w ithin any one m ilita ry  departm ent is in it s e l f  a serious prob lem .
O f basic im portance at the present tim e from  the standpoint o f future d eve lop ­
ments are two m ajor technical p rob lem s.
F ir s t  and fo rem ost is the p rob lem  o f sta ffing at a ll le v e ls  with an adequate 
supply o f tra ined  com p tro lle rs  and supporting technicians under a specia l c a re e r  
p rogram . Without attention to this p rob lem  a ll e ffo rts  to so lve  the prob lem s of 
financial m anagem ent by redraw ing organ ization  charts or devis ing im proved  p r o ­
cedures w ill  resu lt in slow p rogress  and m eet w ith only lim ited  success. A  c lo se ly  
re la ted  p rob lem  is the basic tra in ing o f a ll m ilita ry  o ffic e rs  in business adm in is­
tration .
The second p rob lem  of m a jor im portance is a c lo se r  working relationsh ip  b e ­
tween budget and accounting personnel in  basic technical developm ents o f mutual 
concern  in each of these two m a jor technical a reas. O f p r im a ry  im portance is a 
jo in t approach on an ob jective  basis to the prob lem  o f establish ing p rin c ip les  and 
c r ite r ia  fo r  account structures to be used as a basis o f a ll financial management, 
including appropriation  budgeting, budgeting fo r  management control, and account­
ing fo r  m anagem ent contro l, including reporting . In this endeavor it  is  n ecessary  
to bring the Bureau of the Budget, the G eneral Accounting O ffice , and A p p rop ria ­
tions Com m ittees of Congress into partnersh ip, because without the ir partic ipation  
im provem ents in this d irec tion  cannot be e ffec ted . Any u ltim ate fa ilu re  on this 
sco re  would requ ire  the adoption of a com p lete ly  d iffe ren t concept o f financial m an­
agem ent than is set fo rth  in this memorandum. Such a fa ilu re  would requ ire  the 
adoption of a v e ry  s ign ifican t a lternative assumption, which h ere to fo re  has been 
gen era lly  re jec ted  in the Departm ent o f D efense; nam ely, that i f  a system  of broad 
financial con tro l fo r  the purpose o f Congress is com p lete ly  inadequate and incon­
sistent with m anagement needs in  the Departm ent o f D efense, there must be two 
com p lete ly  separate system s o f financial management - -  one fo r  the Congress and 
one fo r  the Departm ent o f D efense. The im plications o f such a concept would be so 
serious as to resu lt in  a com plete about-face in the approach to the whole p rob lem  
o f financial management. M ost people would agree  that there should be no con flict.
It is  rea liz ed  that any attempt to outline technical features recom m ended to be 
fo llow ed  in financial managem ent at this tim e would n ecessa r ily  be subject to
*An operating agency is a technical service, bureau, or a military command below the departmental staff level.
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fu rther developm ent, am plification , or even m od ification  as tim e goes on. Th is, 
how ever, would be no adequate excuse fo r  fa ilu re  to face-up  to this im portant task 
at this tim e.
H. W. Bordner
16 N ovem ber 1953
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I . BASIC PREM ISES
1. The Congress estab lishes lim ita tions on obligations and expenditures to be 
incurred  by each m ilita ry  departm ent and the O ffice  o f S ecre ta ry  of Defense, 
la r g e ly  by annual appropriation  acts, fo llow ing  presentation  o f budget estim ates 
approved by the P res id en t and the S ecre ta ry  o f Defense.
2. Notwithstanding appropriation  authority by the Congress, obligations and 
expenditures m ay be incurred  by the O ffic e  o f S ecre ta ry  o f Defense and each m i l i ­
ta ry  departm ent only pursuant to authority of, and within lim itations established by, 
the D irec to r  o f the Bureau of the Budget (rep resen tin g  the P res id en t) and the S ec ­
re ta ry  of D efense. (The "apportionm ent" p ro c e s s .)
3. There  must be a considerab le d egree  of financial con tro l over non-cash 
resou rces , including stock le v e ls  and the consumption or issue o f m a te r ie l, com ­
parable to and supplementing financia l con tro l over cash expenditures.
4. Each m ilita ry  departm ent must be so organ ized  and its p rogram s so adm in­
is te red  as to p rov ide financia l authority fo r  and control over ob ligations, expendi­
tu res, and use of resou rces  at the points where operating actions must be taken, 
w ith due rega rd  to m eeting needs fo r  fle x ib ility  and m in im izing requ irem ents fo r  
h igh -leve l approvals o f r e la t iv e ly  m inor p rogram  changes, thus encouraging good 
m anagem ent by operating o ffic ia ls  through assumption of individual respon s ib ility . 
D ecen tra lized  respon s ib ility  is assumed with c le a r ly  defined assignm ents o f r e ­
sponsib ility , lines of authority, and accountability fo r  perform ance o f a ll a c tiv it ie s . 
This means that:
a. O ffic e rs  responsib le fo r  m anagement o r  operating con tro l at any le v e l 
shall a lso  e x e rc is e  con trol o ver  re la ted  resou rces  and expenditures 
w ithin the scope of their authority and d irections or lim itations p laced 
upon them by h igher authority. A ction  d irec tiv es  shall c a r ry  re la ted  
authority fo r  expenditure or use o f resou rces . There must be a kind of 
b u y e r -s e lle r  contractual re lationsh ip  between activ ities  in  the p ro cu re ­
ment and furnishing o f m a terie l and many in tra -agency s e rv ic e s . (F re e  
goods and se rv ic es  must be l im ite d . )
b. There  must be coordinated financial con tro l over resou rces  and expend­
itu res  at e v e ry  le v e l o f command within a m ilita ry  departm ent. (Th is 
includes the p rin c ip le  of "checks and balances" som etim es term ed  
"in tern a l c o n tro l." )
c. Continuous coord ination  between curren t budgeting and re la ted  plans and 
program s must take p lace at e v e ry  le v e l in o rd er to u tilize  availab le 
resou rces  e ffe c t iv e ly .
d. Each le v e l o f management respon s ib ility  is accountable in financial 
term s to the next h igher le v e l fo r  perform ance, both absolute and within 
lim itations im posed. Accountability in financial term s covers  costs, 
obligations, and expenditures incurred  as w e ll as use o f resou rces . 
Evidence o f d ischarge o f financia l accountability is provided  in la rg e
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part through reportin g  and auditing (both in ternal by the departm ent and 
externa l by G enera l Accounting O ffic e ).
5. Budgets and reports  at departm ental le v e l must be as in form ative  as p o s ­
sib le  in term s o f program s and m issions fo r  the guidance o f top Defense o ffic ia ls  
in making basic po licy  decis ions as to procurem ent and operating le v e ls . Such an 
ob jective  is a lso  im portant from  the standpoint o f the rev iew  o f budgets and actual 
perform ance by the Bureau of the Budget and the Appropriations C om m ittees.
6. A l l  technical procedures should be as sim ple as it  is  possib le  to make them. 
They should be as appropriate fo r  use in tim e of w ar as in tim e o f peace; or to the 
extent they would not be appropriate in tim e o f w ar, p rov is ions fo r  sp ec ific  m od i­
fica tion  should be included in the system .
7. It  is the respon s ib ility  of the Departm ent of Defense to estab lish  its own 
system  of financial m anagement, subject to o ve ra ll Governm ent requ irem ents and 
to o v e ra ll regu lations of the G eneral Accounting O ffice , the Bureau o f the Budget, 
and the T rea su ry  Departm ent - -  la rg e ly  w ith resp ect to p rinc ip les  o f budgeting, 
adm in istrative con tro l o f funds, and accounting (including reportin g ), but a lso  
including certa in  uniform , G overnm ent-w ide, deta iled  ru les with resp ect to the 
handling o f and accounting fo r  cash transactions.
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I I . TE C H N IC A L  F E A TU R E S  O F F IN A N C IA L  M AN AG E M E N T
A . Com ptrol le r  organ ization  and personnel - -  genera l
1. Th ere  w ill be im plem entation o f the p rov is ions o f the Departm ent o f 
D efense D irec tiv e  o f 27 Septem ber 1950 concern ing C om ptro ller O rganization  and 
Functions, pursuant to T it le  IV  o f the National Security A c t. That d ire c tiv e  r e ­
qu ires establishm ent o f supervis ion  and d irection  o f f is c a l management at the 
S ec re ta r ia l le v e l in each m ilita ry  departm ent as w e ll as in the O ffice  o f the S e c re ­
ta ry  o f D efense.
2. As fu rther provided  by the Departm ent o f Defense D irec tiv e  on C om ptro ller 
O rgan ization  and Functions, budgeting, financia l con tro l, and accounting w ill be 
d ecen tra lized  within each m ilita ry  departm ent, so fa r as fea s ib le , to m eet the 
needs o f m anagement at each operating le v e l.  This means that com p tro lle r  o rgan ­
iza tion  elem ents w ill be estab lished fo r  each command, technical s e rv ic e , or 
bureau, and at th e ir  installations other than sm all stations where the expense of 
such a procedure would not be ju stified . In the. case o f a "com p lex " o f a c tiv it ies  at 
one location , a single com p tro lle r  organ ization  may be established as a se rv ice  
function fo r  a ll the a c tiv it ie s  included therein . S im ila r ly , the com p tro lle r  function 
o f a sm a ll, iso la ted  ac tiv ity  m ay be provided  as a se rv ice  by the com p tro lle r  
organ ization  at the n earest la rg e r  insta llation  which has such an organ ization . A  
com p tro lle r  of a com m and, techn ical s e rv ic e , or bureau, or a subordinate in s ta l­
lation shall be subject to the adm in istra tive supervision  and d irection  o f the head o f 
the respective  organ izational unit, and to the functional con tro l*  o f the com p tro lle r  
o f the next superior organ izational unit or le v e l to which the respective  o rgan iza ­
tional unit is  accountable.
3. Each m ilita ry  departm ent w ill maintain strong cen tra l staffs fo r  developing 
and supervis ing the insta llation  o f accounting system s and fo r  perform ance o f in ­
terna l audits throughout the departm ent, independent o f the commands. While the 
system s sta ff would be located in the O ffice  o f the departm ental com p tro lle r , the 
audit sta ff should be made responsib le d ire c tly  to the o ff ic ia l at S ec re ta r ia l le v e l 
who se rves  as c om p tro lle r , o r to whom the com p tro lle r  reports  i f  the com p tro lle r  
is  concurren tly  responsib le to the Ch ief o f Staff.
4. The O ffice  o f the Assistan t S ecre ta ry  of Defense (C om p tro lle r ) shall p ro ­
v ide in fo rm a l basic guidance and d irection  in the perform ance o f a ll com p tro lle r  
functions in the m ilita ry  departm ents as w e ll as estab lish  p o lic ie s  and basic p ro ­
cedu res, subject to observance o f the p rincip le  o f functional con tro l.
* "Functional control," states the above-mentioned DoD directive, "signifies the power and duty to prescribe 
policies and procedures, to require compliance therewith, and to review or audit activities within the area of 
responsibility. Under this type of control, it is appropriate for the Departmental Comptrollers to establish chan­
nels of working relationships throughout the Department, but it is required that all directives shall be issued 
only through normal organizational or command channels. Thus functional control is to be distinguished from 
the power to command or from administrative control."
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5. Steps shall be taken to estab lish  com p tro lle r  ship positions under a specia l 
c a re e r  p rogram  and to p rovide an adequate supply o f tra ined technicians. Such a 
ca re e r  may be established fo r  m ilita ry  personnel as w e ll as c iv ilian  personnel. 
While com p tro lle rs  need m ore than techn ical qualifica tions, no person should hold 
a com p tro lle r  position  unless he is  techn ica lly  qualified .
6. A  specia l D efense-w ide p rogram  of education and tra in ing o f com p tro lle r  
personnel shall be established under the d irection  o f the A ss istan t S ecre ta ry  o f 
Defense (C om p tro lle r ).
B. Funds to be em ployed
1. The financing o f the procurem ent o f p roperty  and expenses fo r  operation  
and maintenance o f the s eve ra l departm ents w ill be from  the G enera l Fund of the 
T reasu ry . The fo llow ing types o f fund accounts w ill be em ployed:
a. Appropriation  accounts.
b. Specia l fund accounts.
c. Management fund accounts,
d. W orking fund advance accounts.
e. W orking capita l funds (revo lv in g  funds).
f. Deposit funds accounts.
2. Appropria tion  accounts rep resen t amounts authorized fo r  obligation  and e x ­
penditure by the C ongress. These amounts include cash rece ip ts  cred ited  to such 
accounts, when authorized by law , as w e ll as amounts sp ec ifica lly  appropriated . 
Specia l fund accounts re fle c t  cash rece ip ts  segregated  fo r  expenditure fo r  specia l 
purposes as authorized by the C ongress. Management fund accounts are  used as a 
means of co llec tin g  expenses fo r  jo in t p ro jec ts  and distribu ting them  to the p a r t ic i­
pating a c tiv it ie s . W orking fund advance accounts a re  used fo r  the purpose of one 
agency accounting to another fo r  expenditures made against cash advances fo r  a 
given  purpose. W orking fund advances shall not be made by one agency to another 
within the Departm ent o f D efense.
3. W orking cap ita l funds w ill be used as a veh ic le  to finance: (a ) p rocurem ent 
and holding o f in ven tories o f expendable or saleable m a te r ie l, the costs o f which 
w ill be charged when issued to appropriation  accounts except when sold to d epart­
m ental personnel; (b) the production and furnishing o f goods and se rv ic es  (and p ro ­
curem ent and holding of production m a te r ia ls ) under o rders  from  various agencies , 
the costs o f such goods or se rv ic es  being charged to the orderin g  agencies . (In ­
cluded in such se rv ic es  at any station may be common support s e rv ic e s , the costs 
o f which are  to be a llocated  to two or m ore m issions or re la ted  functions. )
4. D eposit fund accounts a re  la rg e ly  tem porary  suspense accounts to hold cash 
rece ip ts  pending appropriate d isposition .
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5. T ru st funds o f the T rea su ry  a re  used to separa te ly  account fo r  funds r e ­
ce ived  or set aside fo r  the accounts of o thers , such as fo re ign  governm ents and 
departm ental personnel.
6. Nonappropriated funds a re  used at lo ca l le v e ls  to finance a c tiv ities  fo r  the 
persona l benefit o f lo ca l groups, such as O ff ic e r s ' Clubs, O ff ic e r s ' M esses , 
Chaplain 's W e lfa re  Funds, etc . The Departm ent o f Defense is not gen era lly  a c ­
countable fo r  these funds as a public trust, because the funds are  d erived  from  
personnel in the ir p riva te  capacity , and are  expended fo r  th e ir personal benefit. 
Hence, the cash o f such funds is not deposited in the T reasu ry .
C . Account structures
1. There  w ill be one genera l system  o f account structures fo r  each m ilita ry  
departm ent fo r  a ll management purposes, including budgeting, financia l con tro l, 
and accounting (including reportin g ). The p rin c ip les  to be un iform ly applied in 
each m ilita ry  departm ent and the O ffice  o f S ecre ta ry  o f Defense in designing such 
account structures w ill be as fo llow s:
a. Appropria tion  c lass ifica tion s  and subclassifications (budget ac tiv ity  
accounts) w ill be o f a broad, genera l character designed p r im a r ily  in 
consideration  o f the fo llow ing:
(1) Separation o f cap ita l expenditures fo r  construction , acqu isition  o f 
plant equipment, and procurem ent o f m a jor item s o f m ilita ry  m ate­
r ie l ,  with a c lass ifica tion  by ca tegories  o f m a te r ie l o r construction , 
iden tified  so fa r  as feas ib le  by m issions (o r types of m ilita ry  
fo rc e s ) and supporting functions.
(2) Separation o f expenses fo r  operation  and maintenance with a c la s s i­
fica tion  by m iss ion  (o r  types o f m ilita ry  fo rc e s ) and supporting 
functions without re fe ren ce  to organ izational assignm ents o f respon ­
s ib ilit ie s  fo r  p erfo rm an ce, except as co inciden ta lly  the organ ization  
structure corresponds to m ission  and function assignm ents.
(3) Each o f the above c lass ifica tion s  w ill include a ll d irec t costs and 
such va riab le  in d irec t costs as may feas ib ly  be associa ted  therew ith . 
Other ind irect costs w ill be c la ss ified  only by support functions.
(4) To the extent possib le  and appropria te , there w ill be un iform ity or 
com parab ility  o f these c lass ifica tion s  between the m ilita ry  d epart­
m ents.
b. There  w ill be an expansion o f the appropriation  account structures (e x ­
penditure or cost c la ss ifica tion s ) fo r  purposes o f in ternal budgeting, 
financial con tro l, and accounting (including reportin g ), based upon the 
fo llow ing considerations:
(1) C lass ifica tion  by organ izational respon s ib ility  assignm ents.
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(2) Subclassifications by component functions, c la sses  o f m a te r ie l, or 
construction p ro jec ts .
(3) Fu rther subclassifications (low est le v e l o f c la ss ifica tion ) by so - 
ca lled  ob ject o f expenditure (actually subject o f expenditure).
(4) U n iform  "ta ilo r -m a d e "  system s of account c la ss ifica tion  in en tire 
Departm ent of D efense w ill be designed fo r  each iden tifiab le  type of 
m a jor a c tiv ity  or cap ita l expenditures, and fo r  ob jects o f expendi­
ture (but not otherw ise even at the le v e l o f a m ilita ry  departm ent). 
Such un iform ity in account c lass ifica tion s  w ill s t il l  be on a fa ir ly  
broad basis to sa tis fy  needs o f the C ongress, O ffice  o f the. S ecre ta ry  
o f D efense, Bureau of the Budget, or the S ecre ta ry  or sta ff o f the 
individual m ilita ry  departm ent concerned. M ore deta iled  but s t ill 
un iform  subdivisions o f account c lass ifica tion s  may be p rescrib ed  
by the respective  m ilita ry  departm ents, bureaus, technical s e r v ­
ic e s , or com m ands.
(5) Deta iled  account c lass ifica tion s  w ill be designed to sa tis fy  recu rrin g  
management needs so fa r  as may be fo reseen , and not to p rovide 
data to aid in answering e v e ry  conceivab le question that may be 
asked. It w ill be expected that com pilation  o f financial data w ill 
often requ ire  specia l analysis o f transactions data ava ilab le  in the 
accounts, including analysis by sam ple. F requ en tly , financia l data 
based upon estim ates w ill be m ore useful in financia l management 
(as w e ll as ava ilab le  at less  expense) than data provided  by analysis 
and c la ss ifica tion  of financia l transactions. Som etim es non-dollar 
sta tistics  se rve  better than financia l data.
(6) D eta iled  account c lass ifica tion s  w ill be as sim ple as possib le to 
design  fo r  the purpose intended, and so fa r  as may be fo reseen  w ill 
p rov ide f le x ib ility  to p erm it m od ification  fo r  norm al changes that 
m ay be requ ired  in the future without destroy ing  the consistency o f 
c la ss ifica tion  between fis c a l y ea rs .
c. Account c lass ifica tion s  designed in accordance with (a ) and (b) w ill r e ­
qu ire the use o f p roperty  accounting and cost accounting in o rd er to a s ­
sociate expenditures with the appropriate account c lass ifica tion s  on the 
basis o f the end-purpose o f such expenditures. Cost accounting is  r e ­
qu ired in o rd er to a llocate  ind irect costs to p r im a ry  m issions o r func­
tions and to determ ine and assess the costs o f production of goods or 
se rv ices  by appropriate c lass ifica tion s  o f procurem ent or ac tiv ity . 
P ro p e rty  accounting is requ ired  in o rd er to assign  the cost o f m ateria ls  
and supplies consumed to the benefiting a c tiv it ie s . R evo lv ing  (w ork ing- 
cap ita l) funds w ill be u tilized  to fa c ilita te  such costing.
d. S im ila r p rin c ip les  o f account c lass ifica tion  w ill be applied in financial 
con tro l and accounting fo r  p roperty , other resou rces , and lia b ilit ie s , 
whether o r not financed by revo lv in g  funds or appropriations. P rop e rty  
(including inven tory) c lass ifica tion s  w ill con form  to re la ted  procurem ent 
expenditure c lass ifica tion s .
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e. S im ila r p rin c ip les  o f account c lass ifica tion s  w ill be applied in each type 
o f industria l or com m erc ia l activ ity  or support function financed by 
revo lv in g  funds.
f. Due rega rd  shall be given  to questions o f security  in establish ing 
account c lass ifica tion s . Indications o f appropriate security  c la s s if ic a ­
tion shall be established.
D. Bases o f accounting
1. The techn ical accounting bases to be used in budgeting, financia l con tro l, 
and accounting (including reportin g ) fo r  a ll  types o f a c tiv it ie s , rega rd less  of the 
type o f fund accounts under which they are  financed (except as otherw ise noted), 
w ill be as fo llow s:
a. "O bligations in cu rred " is the basis o f budgeting, financia l con tro l, and 
accounting requ ired  by law  fo r  appropriations. Under this basis , r e ­
ceipts a re  accounted fo r  in the fis c a l yea r in which they are  earned or 
rece iva b le . F o r  in te r im  pu rposes , rece ip ts  a re  requ ired  to be a n tic i­
pated in advance. L ia b ilit ie s  fo r  unliquidated obligations must be 
accounted fo r  regu la r ly .
b. The cash rece ip ts  and disbursem ents basis is  a lso  requ ired  by law to 
be used in budgeting and accounting. This is the basis fo r  determ in ing 
the o v e ra ll Governm ent budget-surplus or d e fic it . This basis is  r e ­
qu ired , th e re fo re , in the in tegration  o f the accounts (including reports ) 
o f each Governm ent agency with the accounts o f the T reasu ry  D epart­
ment. There  is no fo rm a l system  o f financia l con tro l over p eriod ic  
cash rece ip ts  and disbursem ents other than the in itia l con tro l over 
obligations incurred .
c. The Departm ent o f Defense and the m ilita ry  departm ents a lso  requ ire  
the use o f the accrual basis o f accounting fo r  rece ip ts  and expenditures 
fo r  purposes o f financia l con tro l. Hence, in ternal budgeting and 
accounting must be conducted upon this basis. The accrual basis o f 
accounting is substantially the same as the ob ligation  basis o f account­
ing except fo r  expenditures under con tracts* fo r  procurem ent o f m a te­
r ie l  and plant equipment, construction, resea rch  and developm ent work, 
maintenance work, and s im ila r  s e rv ic e s . It is  n ecessary  in such 
excepted a rea s , th e re fo re , to a lso  account (in addition to obligations 
incurred  and unliquidated) fo r : (1) costs o f goods and se rv ices  when 
d e liv e red , under such contracts; (2) costs of m a ter ia ls , equipment, and 
supplies applied at the tim e they are withdrawn fro m  stock fo r  consump­
tion or use (o r at the tim e they a re  sold, re t ired , or scrapped);
(3) costs o f p roperty  acquired and on hand; (4) costs o f p roperty  in
* Includes project orders for work to be performed in, or goods to be procured from, Defense industrial or commer­
cial establishments.
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process o f construction; and (5) contract payments made in advance o f 
d e liv e ry . This type o f accounting also requ ires  d istinction  in account­
ing fo r  unliquidated obligations between, on the one hand, accounts pay ­
able and accrued lia b ilit ie s  (fo r  goods and se rv ic es  d e liv e red ) and, on 
the other hand, lia b ilit ie s  fo r  goods or se rv ices  on o rd er.
Note: Through the system  o f accounting fo r  p roperty  and the use o f
revo lv in g  funds fo r  financing stocks o f com m on item s o f supplies 
and the production of goods or s e rv ic e s , the im pact o f the accrual 
basis upon accounting fo r  appropriated funds is m in im ized . In 
other w ords, obligations incurred  under appropriated funds are 
m ore n ea rly  synonymous with applied costs in the area  o f e x ­
penses fo r  operation  and maintenance; fo r  exam ple, obligations 
incurred  fo r  purchases o f stock fund m a te r ie l equal cost of m a te ­
r ie l  used. In the area  o f procurem ent of m a te r ie l or se rv ices  
from  Defense industria l or com m erc ia l estab lishm ents, costs of 
m a te r ie l or s e rv ices  d e liv e red , pursuant to o rd ers  (ob liga tions), 
can usually be made synonymous with d isbu rsem en ts, or i f  not, 
the d istinction  is no d ifferen t than ex ists  in accounting fo r  p r o ­
curem ent from  outside con tractors .
d. In addition to obligation  accounting, the Departm ent o f Defense and the 
m ilita ry  departm ents a lso  requ ire  the use of the com m itm ent basis o f 
accounting fo r  procurem ent o f m a te r ie l and plant equipment in advance 
o f the actual incurring o f contractual ob ligations, in. o rder to keep in ­
form ed  on the status o f procurem ent actions. A  com m itm ent, is  defined 
fo r  this purpose, as the issuance of a bona fide d ire c tiv e  to com m ence 
procurem ent action; this includes in ter-agen cy  o rd ers .
2. In addition, so fa r  as feas ib le  and as rap id ly  as possib le  of developm ent, 
cost standards w ill be used in budgeting and m easurem ent o f reasonableness o f cost 
o f perform ance o f a ll a c tiv it ies  and production o f goods or s e rv ic e s .
3. A l l  appropriations should be continuing or n o -yea r appropriations in o rd er 
to s im p lify  accounting fo r  obligations and expenditures. Annual appropriations fo r  
operation and maintenance (o r any other purposes) a re  now requ ired  to be sepa­
ra te ly  accounted fo r  until they lapse fo r  expenditure (two yea rs  a fter end o f curren t 
yea r in which they are  ava ilab le  fo r  ob ligation ). This means there are three 
separate accounts open at one tim e fo r  each annual appropriation . One com prom ise 
fo r  ach ieving the des ired  resu lt, without perm itting  unrestricted  ca rry o v e rs  o f un­
used balances of annual appropriations, is  fo r  the Congress to reappropria te  the 
amounts obligated at the end o f each fis c a l yea r and m erge  such funds with the r e ­
lated annual appropriations fo r  the next f is c a l yea r.
4. In gen era l, each m ilita ry  departm ent w ill be accountable fo r  and, th e re fo re , 
w ill budget fo r  a ll costs of procurem ent and se rv ices  furnished through other d e ­
partm ents. H ow ever, this p rin c ip le  w ill not be applied to m inor item s o f m a terie l 
and se rv ices  in o rd er to avoid excess ive  accounting expenses; neither w ill it be 
applied  where it is im p rac tica l, as fo r  exam ple in fie ld  operations or combat a reas .
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5. The p rin c ip le  of "h om e-o ffic e  and b ra n ch -o ffic e " accounting w ill be fo llow ed  
under which duplicate accounting fo r  transactions and assets or lia b ilit ie s  w ill be 
avoided in the records  o f the "h o m e -o ffic e ,"  to the extent the accounting fo r  tran s­
actions may be p laced so le ly  under the con tro l o f the "branch. "
E. Budgeting fo r  appropriated funds
1. Budgets fo r  use in presentation  to the Congress as a basis fo r  app rop ria ­
tions (annual, supplem ental, or d e fic ien cy ) w ill be p repared  in consideration  o f the 
fo llow ing:
a. Budget estim ates w ill be pred icated  upon approved m ilita ry  p rogram  
plans, including strength o f fo rces  and tra in ing schedules.
b. Budget estim ates fo r  m a jor procurem ent item s w ill be based upon 
additional p rogram  requ irem ents considering the curren t status o f p ro ­
curem ent and stock le v e ls  o f such item s, the procurem ent lead -tim e 
th ereo f (including industria l capacity ), consumption or a ttrition  ra tes , 
d es ired  stock le ve ls  (including m ob iliza tion  r e s e r v e s ),  and re q u ire ­
ments fo r  the M ilita ry  A ss istance P ro g ra m . W hile the same factors  
w ill be considered  in a genera l way in making budget estim ates fo r  p ro ­
curem ent o f other item s of a cap ita l nature, deta iled  estim ates o f 
quantities and do lla r data by item s o f m a te r ie l w il l  not be made.
c. Budget estim ates fo r  construction and fo r  resea rch  and developm ent 
should be made by spec ific  m a jor p ro jec ts , s im ila r  to budget estim ates 
fo r  m a jor procurem ent item s. Estim ates fo r  le s s e r  p ro jects  should be 
lumped by c la sses . It would be d es irab le  to make budget estim ates fo r  
m a jor m ilita ry  construction on an accrued-expenditu re and app lied -cost 
basis s im ila r  to estim ates fo r  construction o f c iv i l  w orks, with separate 
estim ates fo r  cost o f com pletion  by y ea rs .
d. So fa r as fea s ib le , budget estim ates fo r  operation  and maintenance 
should be made on the basis o f applied costs by appropriate m ajor e x ­
pense account c lass ifica tion s  using o v e ra ll p rog ram  cost fa ctors  to be 
developed . No procurem ent o f m a te r ie l should be budgeted under this 
heading - -  instead the cost estim ates th e re fo r  should be based upon con­
sumption o f m a te r ie l to be obtained through revo lv in g  funds. Budget 
estim ates fo r  maintenance work should be both in term s o f obligations 
(fo r  o rd e rs ) and costs o f w ork  perfo rm ed  (on the basis o f com pletion ).
e. A l l  the fo rego in g  budget estim ates shall a lso  be submitted in term s o f 
cash d isbursem ents, but only by m a jor account c la ss ifica tion s .
f. Budget estim ates should be developed at the low est organ ization  le ve ls  
o r by the agencies responsib le fo r  managing the resp ec tive  p rogram s 
with appropriate rev iew s  and adjustments at h igher le v e ls  to con form  to 
balanced p rogram s and budget ce ilin gs .
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g. P erson n el costs fo r  the fis c a l y ea r , both m ilita ry  and c iv ilia n , included 
in the various expenditure ca tegories  should be separate ly  estim ated in 
the deta il requ ired  by the Appropriations Com m ittees.
2. Budget estim ates fo r  the ensuing fis c a l yea r should be rev ised  im m ed iate ly  
a fte r  the annual Appropriation  A ct is  passed, in somewhat the same fo rm  and same 
manner as requ ired  fo r  the annual budget document but without such deta il as is 
requ ired  only fo r  the Appropriations Com m ittees. Such estim ates should be sub­
d ivided  by quarters with respect to a ll features except obligations to be incurred  
fo r  construction and procurem ent o f "hard g o o d s ."  (T o  the extent such constru c­
tion and procurem ent p rogram s are  not reasonably f irm , the budget should include 
only the portion  that is f i r m . )
3. Budget estim ates should be rev ised  qu arterly  during each fis c a l yea r in a 
s im ila r  m anner, in o rd er that t im e ly  action may be taken to p lace p rogram s in 
balance or obtain additional funds.
4. So fa r  as fea s ib le , budget estim ates should be made with the use o f account­
ing data, including the application o f unit cost standards to the planned p rogram s. 
H ow ever, re lian ce  should not be p laced b lindly upon the use o f unadjusted e x p e r i­
ence data fo r  this purpose.
5. Budget estim ates should be subject to c r it ic a l rev iew  and analysis by a ll 
sta ff e lem ents, including the Budget D iv is ion  o f the C om p tro lle r 's  O ffic e , as a 
m atter o f good in ternal management con tro l.
F . A dm in istra tive  con tro l o f appropriated funds
1. The annual apportionm ent o f appropriations by quarters and any subsequent 
reapportionm ents should be based upon current budgets (see E 2 and 3).
2. N o rm a lly  apportionments are  made in term s only o f the appropriation  
account c lass ifica tion s  without fu rther subdivision. Apportionm ents fo r  construc­
tion and procurem ent of hard goods w ill be made only upon the basis of annual p ro ­
gram s and not by quarters . A l l  apportionments o f construction and procurem ent 
w ill be in term s o f provid ing authority fo r  com m itm ents (which precede actual 
ob ligations).
3. In ternal departm ental budget a llocations to operating agencies (and period ic  
rev is ion s  th ereo f) w ill be made through the departm ental com p tro lle rs  within 
approved apportionm ents based upon curren t budgets fo r  such agencies a fte r r e v i ­
sion to con form  to the tota l approved departm ental budget. Such a llocations w ill be 
made in term s o f budget a c tiv ity  account c lass ifica tion s .
4. Operating agencies w ill make quarterly  allotm ents within fund allocations 
to organ izational units responsib le fo r  incurring obligations and expenditures based 
upon curren t approved budgets th ereo f. Such allotm ents w ill be made in a cco rd ­
ance with the fo llow ing ru les:
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a. No insta lla tion  or other a c tiv ity  w ill re c e iv e  an a llotm ent except through 
the ch ie f o f the operating agency to which it is responsib le or from  a 
subordinate command or o ffic e  within such operating agency, pursuant 
to delegation  o f authority.
b. A llotm ents w ill be c la s s ified  at the le v e l o f budget activ ity  accounts but 
not below . (S o -ca lled  budget p ro jec t account c lass ifica tion s  w ill b e ­
com e m ajor group account c lass ifica tion s  fo r  expenditures in o rd er to 
p erm it m ore fle x ib ility  in budgetary con tro l. )
c . A llo tm ents fo r  procurem ent w ill be based upon f irm  p rogram s by m ate­
r ie l  ca tegories  and m ajor item s; such allotm ents w ill c a rry  the authority 
to issue procurem ent d ire c tiv es  (com m itm ents). Construction a llo t ­
ments w ill be based upon f irm  program s by p ro jec t. A llo tm ents fo r  
construction and procurem ent o f hard goods w ill be made without 
qu arterly  lim ita tions.
d. A llo tm ents made to any insta lla tion  o r a c tiv ity  fo r  operation  and m ain ­
tenance w ill co ver  a ll expenses which are  lo ca lly  con tro llab le  in any 
sign ificant d egree .
e. A l l  a llotm ents w ill be made in term s o f com m itm ents, obligations (o r 
applied cos ts ), as appropria te , less  budgeted reim bursem ents. Amounts 
o f actual re im bursem ents (to be accounted fo r  by a llo ttees  of re la ted  
funds) w ill be treated  as an automatic in crease  in allotm ents to be 
accounted fo r  to the resp ec tive  gran tors.
f. A l l  unobligated balances o f a llotm ents lapse at the end of each fis c a l 
y ea r . In the case o f uncompleted procurem ent actions at the end o f the 
yea r under continuing appropriations, the operating agency concerned 
sh a ll n orm ally  make new allotm ents to cover  such uncompleted actions 
in the fo llow ing fis c a l yea r without n ecessa r ily  rep rogram m ing the p ro ­
curem ent. (S im ila r ly , there should be a c a r ry -o v e r  o f fund allocations 
to the operating agency, a fter appropriate re v iew , but there should be no 
requ irem ent fo r  reapportionm ent in the fo llow ing fis c a l y e a r .) S im ila r ly , 
unliquidated obligations at the end o f a f is c a l yea r should be c a rr ied  
fo rw ard  and m erged  fo r  accounting purposes with obligations incurred
in the fo llow ing fis c a l yea r.
g. No cash advances shall be made by one agency to another in lieu  o f m ak­
ing a llotm ents. No cash advances to Managem ent-Fund or W orking- 
Fund Accounts w ill be perm itted  by one agency to another within the 
Departm ent o f D efense.
5. No com m itm ents, ob ligations, or expenditures shall be incurred  in excess 
o f re la ted  authorized a llotm ents. H ow ever, it w ill be no v io la tion  o f law to ob ligate 
or expend m ore than an individual authorized com m itm ent or qu arterly  budget e s t i­
m ate fo r  an elem ent o f expenditures, provided  the re la ted  a llotm ent as a whole is 
not exceeded.
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6. A s  an in te r im  m easure, p r io r  to the com plete im plem entation  o f the con ­
cept that a ll expenses o f any a c tiv ity  shall be the subject o f appropriation  and a llo t ­
ment con tro l, the fo llow ing a lternative  procedure may be fo llow ed  in con tro l o f 
those elem ents o f costs not yet "funded": A llotm ents shall exclude amounts "not 
funded" but shall be accom panied by budget estim ates o f such item s fo r  use as a 
less  fo rm a l con tro l o ver  such expenditures - -  these costs shall be grouped sepa­
ra te ly  in expense accounts as "unfunded co s ts " and c la ss ified  pursuant to the same 
system  o f c la ss ifica tion  as funded costs .
G. Reporting fo r  appropriated funds
1. E very  a llotm ent holder shall submit to the grantor a monthly report on the 
status o f his a llo tm ents, with supporting schedules o f c la ss ified  com m itm ents, 
ob ligations, accrued expenditures, (o r expenses), as appropria te , in com parison  
with the la test approved, rev ised  budgets. These reports  a lso  shall set forth  s im i­
la r  com parison  o f budget a llowances and expenses fo r  "unfunded co s ts " (see F  6). 
Such reports  w ill a lso  be a m edium  fo r  furnishing rev ised  qu arterly  budgets fo r  the 
rem ainder o f the current f is c a l y ea r .
2. Each operating agency, and m ilita ry  departm ent as a whole, in turn, shall 
p repare  sum m arized , consolidated reports  o f the budgeted and actual status of 
appropriations, including com m itm ents, ob ligations, accrued expenditures, (or 
expenses), d isbursem ents, and "unfunded c o s ts , "  as appropria te , based upon the 
a llotm ent rep o rts , the appropriation-apportionm ent accounts, appropriation - 
a lloca tion  accounts, and sum m ary accounts o f cash rece ip ts  and disbursem ents 
(see  H ). Such reports  at the o v e ra ll departm ental le v e l shall a lso  include con ­
densed, appropriate s im ila r  data re la tive  to revo lv in g  funds.
3. The monthly and annual reports  o f each m ilita ry  departm ent and O ffice  o f 
S ecre ta ry  o f Defense shall be submitted to the S ecre ta ry  o f D efense, the D irec to r  
o f the Bureau of the Budget, and the S ecre ta ry  o f the T reasu ry . Such reports  w ill 
p rov ide the basic data fo r  the resp ec tive  agencies to be included in consolidated 
financia l reports  fo r  the F ed e ra l Governm ent as a whole.
4. To  the extent appropriate and helpfu l, reports  at e v e ry  le v e l should contain 
sta tis tica l data o f p erfo rm an ce, w ork  loads, etc. , in com parison  with costs , fo r  
use in rev iew  and analysis o f the reports .
5. Reports at e ve ry  le v e l shall be the subject o f rev iew  and analysis by Com p­
tr o l le r  personnel. W ritten  com m ents on an "excep tion s" basis shall be p repared  
and included with the reports  as an aid to operating o ffic ia ls  at the appropriate le v e l 
in undertaking c o rre c t iv e  actions, when requ ired . L ik ew ise , w ritten  com m ents o f 
appropriate operating o ffic ia ls  shall be passed up to the next h igher le v e l in exp la ­
nation of unsatisfactory situations, w ith indications o f c o rre c t iv e  action being taken, 
when appropriate. Such data shall include reports  on vio la tions of law in incurring 
ob ligations.
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H. Bookkeeping fo r  appropriated  funds
1. The C om p tro lle r 's  O ffice  o f each m ilita ry  departm ent shall keep account of 
a ll appropriations authorized (in term s o f budget a c tiv ity  accounts), re la ted  appro­
p ria tion  reim bursem ents (including es tim a tes ), apportionm ents, and allocations 
th e reo f to each operation  agency.
2. The C om p tro lle r 's  O ffice  o f each operating agency o f a m ilita ry  departm ent 
shall keep account o f each appropriation  a llocated  (in term s o f budget activ ity  
accounts), re la ted  appropriation  reim bursem ents (including es tim a tes ), and a llo t ­
ments granted (by a c tiv it ies  or in sta lla tions).
3. Each a llotm ent holder shall keep a llotm ent and subsid iary reim bursem ent, 
ob ligation , expenditure, or applied cost accounts, as appropria te , in accordance 
with the fo llow ing  ru les:
a. When any a llotm ent holder is  too sm all an a c tiv ity  to ju stify  the estab ­
lishm ent o f a lo ca l budget and accounting o ffic e  (o r  such activ ity  is but 
one o f a number o f a c tiv it ies  presen t in a com plex  at one geograph ica l 
loca tion ), the a llotm ent accounts may be maintained as a s e rv ic e  in a 
cen tra l budget and accounting o ffice  fo r  the en tire  com plex  or at the 
nearest convenient m a jor activ ity  which has such an o ffic e , provided  
there is  adequate lia ison  to prevent over obligations or o ver  expenditures 
o f a llo tm ents.
b. Cash reim bursem ents and disbursem ents shall be recorded  fo r  each 
allotm ent p re c is e ly  as reported  by d isbursing o ffic e rs  in each fis ca l 
period  (including adjustments o f e r ro rs  so reported ).
Note: The Ch ief D isbursing O ffice  o f each departm ent (o r reg iona l d is ­
bursing o ffic e s ) shall maintain accounts with each disbursing 
o ff ic e r  and tota l net disbursem ents fo r  the yea r fo r  each station 
where a llotm ent accounts are  m aintained. Such station d isbu rse­
ment totals w ill be used as a check on the accuracy o f d isbu rse­
ments reported  in the station a llotm ent rep o rts ; this is v ita l in 
the in tegration  o f cash accounting and appropriation  accounting. 
(P resen t duplication o f d isbursem ent accounting in term s o f 
appropriations and budget a c tiv ity  accounts at cen tra l or reg iona l 
d isbursing o ffices  w ill be elim inated . )
c . Com m itm ents and obligations shall be recorded  as incurred  fo r  each 
a llotm ent fo r  procurem ent, construction, and resea rch  and developm ent, 
but not fo r  operations and m aintenance, except fo r  contracts and p r o j­
ect o rd ers  issued fo r  maintenance and s im ila r  work.
d. O therw ise, obligations fo r  operation  and maintenance w ill be determ ined 
in term s o f net applied costs (expenses less  re im bursem en ts) by r e ­
cord ing the in crease  or d ecrease  in accounts payable and accrued l ia ­
b ilit ie s  each month and the s im ila r  changes in accounts rece ivab le  fo r  
reim bursem ents (determ ined by an "in ven to ry " o f documents) as an 
adjustment, of leash transactions. Accounts payable w ill include amounts
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due to revo lv in g  funds fo r  m a te r ia ls , supplies, and s e rv ic es  rece ived . 
Such obligations w ill be con tro lled  by monthly budgets subdivided by 
lo ca l assignm ents o f respon s ib ility  fo r  con tro l, together with the use of 
p ayro ll analyses, reserva tion s  fo r  the cost o f maintenance and s im ila r  
work to be perfo rm ed  under contract or p ro jec t o rd e r , and other d e ­
v ices  such as subsistence ration  con tro ls , etc.
e. Contract advances and p rog ress  payments (including payments under 
cost-re im bu rsem en t-type  con tracts ) w ill be accounted fo r  as an asset 
under procurem ent a llotm ents with liquidations as the m a te r ie l is d e ­
liv e red . The cost o f a ll d e liv e r ie s  o f m a te r ie l under procurem ent a llo t ­
ments shall be subject to reconc ilia tion  with the cost o f goods rece ived  
under the p roperty  accounting system .
f. Amounts o f com m itm ents, ob ligations, expenditures, and applied costs 
recorded  under each allotm ent w ill be c la ss ified  in deta il (together with 
monthly, qu arterly , or annual budget estim ates , as appropria te ) in 
subsid iary accounts.
g. Standard procedures w ill  o rd in a rily  p rov ide fo r  the use o f stock funds 
fo r financing a ll consumable m a te r ie l, including that held fo r  consump­
tion at the activ ity  le v e l. The cost o f such m a te r ie l, when consumed, 
w ill be treated  as an expense under the appropriate a llotm ent accounts 
based upon the amounts re im bursab le to the stock fund. H ow ever, an 
a lternative  procedure may be used in some instances, under which the 
cost o f m a te r ie l obtained from  a depot w ill be trea ted , when rece iv ed , 
like lo ca l purchases, as expenditures under the allotm ents o f the r e ­
spective a c tiv it ie s . A  further added a lternative  a lso  ex ists  fo r  ch a rg ­
ing expense accounts under a c tiv ity  allotm ents fo r  the cost o f such 
m a te r ie l when consumed ( i f  so d es ired ) by the crea tion  o f two additional 
accounts under the a llotm ent financing the procuring and using 
activ ity  - -  one to reco rd  purchases, the other to reco rd  the c red it fo r  
the tota l cost o f m a te r ie l consum ed as d istributed to the appropriate 
expense accounts. (The d iffe ren ce  between these two accounts w ill be 
recon c iled  with the in crease  or d ecrease  in lo ca l inven tories o f the 
re la ted  supplies under the p roperty  accounting s y s te m .)
h. When join t expenses are  to be incurred  which are  chargeab le to m ore 
than one a llotm ent, a Management Fund Account may be u tilized  as a 
means o f accounting fo r  and d istributing the expenses, p rovided  such 
expenses may be d istributed monthly as in cu rred . O therw ise (including 
cases where re la ted  inven tories must be financed) a working capita l 
fund may be u tilized  fo r  financing the jo in t ac tiv ity .
i. Except in specia l c ircum stances, no double-en try bookkeeping system  
in the usual sense w ill be em ployed in connection with a llotm ent book­
keeping which is  essen tia lly  a v e ry  sim ple m atter in m ost instances. 
H ow ever, a ll the cross-ch ecks  o f figu res norm ally  provided  in double­
entry bookkeeping w ill be estab lished , as indicated above.
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j .  Balances o f a llotm ents uncom m itted, unobligated, unexpended, or un­
d isbursed at any given  date w ill be obtained fro m  the a llotm ent reco rd s , 
as w e ll as balances o f accounts re ce iva b le , contract advances and p ro g ­
ress  paym ents, accounts payable, and accrued lia b ilit ie s .
I. D isbursing
1. In gen era l, d isbursing a c tiv it ie s  w ill be decen tra lized  and conjoined with 
accounting a c tiv it ie s  at e ve ry  le v e l in a m ilita ry  departm ent in o rd er to fa c ilita te  
and expedite accounting and p rov ide adequate data on financia l transactions fo r  
spec ia l analyses fo r  m anagement use. Pursuant to this p o licy , cen tra l d isbursing 
o ffic es  may be crea ted  in conjunction with cen tra l accounting o ffices  to s e rv ice  a 
number o f a c tiv it ie s  included in a com plex  at one geograph ica l location . A lso  
sm a lle r  a c tiv it ies  may be serv iced  at the nearest convenient m a jor ac tiv ity , 
whether o r not a s im ila r  accounting s e rv ic e  is so provided . An exception  to this 
po licy  w ill  be made in connection with payments o f allotm ents fro m  m ilita ry  pay; 
these must be paid cen tra lly .
2. F o r  the purpose o f in ternal check, there w ill be a subdivision o f accounting 
and d isbursing functions at each location  in such a manner as to separate the p e r ­
form ance of the two resp on s ib ilit ies . The exam ination and preaudit fo r  payment of 
ven dors ' in vo ices , b ills  o f lad ing, expense rep o rts , etc ., and the preparation  o f 
p ayro lls  w ill be perfo rm ed  as an accounting function. The con tro l over checks to 
be issued (including check signatures and check d istribu tion ) and the making o f cash 
payments w ill  be p erfo rm ed  separately  as a disbursing function.
3. C ross-d isbu rs in g  by one m ilita ry  departm ent fo r  another departm ent w ill be 
provided  only to the lim ited  extent n ecessary  based upon the elim ination  o f unnec­
essa ry  expenses fo r  m aintaining a separate disbursing a c tiv ity  in sm all outlying 
stations and upon the dem onstrated need fo r  c ross-d isbu rs in g  under s in g le -s e rv ic e  
procurem ent assignm ents (as when consolidated contracts invo lve p rog ress  p a y ­
m ents, including payments on the basis o f cos t-re im bu rsem en t).
4. Charges by one ac tiv ity  to another within the same m ilita ry  departm ent or 
between m ilita ry  departm ents w ill be c lea red  at the activ ity  le v e l by the making o f 
payments and co llec tion s  through d isbursing o f f ic e r s ' accounts, gen era lly  without 
the use o f checks. G en era lly , such charges w ill be c lea red  without p r io r  accep t­
ance by the rec ip ien t a c tiv ity  (but subject to subsequent adjustment) except that in 
the case o f in terdepartm ental ch a rges , the rec ip ien t departm ent may demand oppor­
tunity of p r io r  acceptance in any spec ific  area  until evidence is  furnished as to the 
gen era l re lia b ility  of such charges.
5. A l l  charges made to any activ ity  w ill be reported  da ily  to the accounting 
o ffic e  serv ing  such activ ity  by the d isbursing o ffic e  making paym ent, except that in 
the case o f d isbursing o ff ic e rs  serv ing  troops in the fie ld , ships at sea, etc . , r e ­
ports o f such charges to cen tra l accounting o ffic es  need not be made m ore frequently 
than m onth ly.
6. A l l  expenditures in fo re ign  cu rren c ies  shall be included in disbursing tra n s ­
actions and converted  to U. S. do lla rs  (at cost) fo r  accounting purposes. A l l  fo re ign
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cu rren c ies  acqu ired fo r  expenditure must be "purchased, "  including acquisitions 
through the T rea su ry  o f contributed cu rren c ies .
7. A l l  expenditures in M ilita ry  Paym ent C ertifica tes  shall be included in d is ­
bursing transactions and accounted fo r  in U. S. d o lla rs . Paym ents shall be made 
to the T reasu ry  in amounts equal to M P C 's  placed under the accountability of d is ­
bursing o ff ic e rs ; such amounts shall be cred ited  to a Specia l D eposit Fund Account 
fo r  redem ption of M P C ’ s.
J. Industrial Funds
1. Industrial Funds a re  revo lv in g  funds used to finance working cap ita l o f in ­
du stria l, com m erc ia l, and se rv ic e -typ e  a c tiv it ie s  which produce or furnish goods 
or s e rv ic e s  pursuant to o rd ers  fro m  other a c tiv it ie s  which a re  financed fro m  ap­
propriations or other revo lv in g  funds. W orking cap ita l includes the usual types o f 
curren t assets o f s im ila r  p riva te  com m erc ia l en te rp r ises , less  curren t lia b ilit ie s . 
Such working cap ita l is  provided  fro m  appropriated funds, including the ca p ita liza ­
tion o f in ven tories .
2. The National Security A c t should be amended to perm it: (a) the use o f
Industria l Funds to finance the acqu isition  (including rep lacem en ts*) o f m ach inery 
and equipment in those installations which a re  o f an industria l or com m erc ia l type, 
and (b) the charging of deprecia tion  on such m achinery and equipment, except fo r  
substantial id leness th ereo f, to the cost o f w ork or s e rv ices  perfo rm ed . It would 
not be appropriate (at least at p resen t) to so finance the acqu isition , construction , 
or rep lacem ents o f rea l esta te, a irc ra ft , or ships, or o f deprecia tion  thereon.
3. Each m ajor industria l or com m erc ia l-typ e  insta lla tion  financed under the 
Industria l Fund is a separate accountable entity, and th ere fo re  is subject to separate 
financia l management under the im m ediate d irec tion  and con tro l o f the o ff ic ia l r e ­
sponsible fo r  its  o v e ra ll management. H ow ever, when the Industria l Fund is used 
to finance two or m ore a c tiv ities  provid ing com m on s e rv ic es  at a m ilita ry  or ad­
m in is tra tive  insta llation  (e . g. printing plant, laundry, m otor poo l), the severa l 
a c tiv it ie s  at the one insta llation  shall be s im ila r ly  trea ted  as one accountable entity 
under the management o f the com m ander o f the insta lla tion . In a ll cases , how ever, 
the m ilita ry  com m and, techn ical s e rv ic e , or bureau responsib le fo r  management 
con tro l or supervis ion  o f the insta llation  shall be responsib le fo r  the financia l 
aspects o f such con tro l or supervis ion .
4. A l l  work or s e rv ic es  p erfo rm ed  by any insta llation  financed by an Industrial 
Fund shall be provided  only pursuant to spec ific  o rd ers  o f authorized "cu s tom er" 
agenc ies . G en era lly , such orders  shall be considered  to be p ro jec t o rd ers  
(whether or not so term ed ) which are  roughly equivalent to contracts w ith outside 
suppliers fo r  spec ific  goods Or work. A  p ro jec t o rd er estab lishes a lim ita tion  on
* Excluding, of course, costs of replacements of components of such facilities, which are normally treated as 
maintenance, an element of overhead expenses of the installation. Also excluded are special tooling costs 
which are appropriately chargeable to specific orders and the costs of expendable tools which are treated as 
an element of overhead expenses.
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the amount which may be charged to the o rd erin g  agency, and th ere fo re  a lim ita tion  
on the costs to be in cu rred  thereunder by the p erfo rm in g  agency. H ow ever, when 
com m on se rv ices  are  rendered  which are  chargeab le monthly at actual cost (includ­
ing p rorated  costs ) without iden tifica tion  with individual o rd ers  fo r  spec ific  lo ts or 
units o f w ork  or s e rv ic e s , the costs o f such s e rv ic es  in the aggrega te  shall be sub­
je c t to o v e ra ll con tro l by budget lim itations upon the costs o f such s e rv ic es  estab ­
lished  fo r  each o f the orderin g  a c tiv it ie s .
5. In gen era l, Industria l Funds should be operated without gain or lo ss . T h e re ­
fo r e ,  the basis o f the amount chargeab le under a p ro jec t o rd er is gen era lly  actual 
cost o f the sp ec ific  goods or w ork  (s im ila r  to a cos t-re im bu rsem en t-type  con ­
t r a c t ) . *  H ow ever, p rov is ion  may be and should be made fo r  using predeterm ined  
p r ices  whenever p r ice  schedules may be established with confidence that the charges 
thereunder w ill c lo s e ly  approxim ate cost. P redeterm in ed  overhead rates may be 
used s im ila r ly  in com bination with actual d irec t costs o f m a teria l and labor. M o re ­
o v e r , d irec t costs o f standard stock item s o f m ateria ls  used may be determ ined at 
standard p r ic es  (see  L  4).
6. O rdering agencies gen era lly  should be b illed  upon d e liv e r ie s  o f goods, 
com pletion  o f spec ific  work, or upon a monthly basis fo r  s e rv ic es  rendered  which 
a re  not so iden tifiab le . H ow ever, in the case o f p erform ance of spec ific  work 
coverin g  a long period  o f tim e , monthly p rogress  b illin gs may be made in a manner 
s im ila r  to com m erc ia l p ractice  under like conditions, in o rd er to aid in financing 
the cost o f the work.
7. The cost o f a ll m a teria ls  furnished under o rd ers  fo r  goods or se rv ic es  (but 
excluding equipment item s norm ally  furnished by the Governm ent under s im ila r  
contracts with p riva te  industry) and the cost o f a ll expense supplies, shall be paid 
fro m  Industrial Funds and included in the amounts estim ated  and b illed  under the 
o rd e rs . W henever p racticab le , such m ateria ls  should be procured  in it ia lly  under 
Industrial Funds, but whenever such m ateria ls  a re  procured  and stocked in bulk 
under separate financing fo r  com m on purposes, the departm ental stock fund or 
applicab le appropriation  shall be reim bursed  from  the Industria l Fund fo r  the cost 
o f such m ateria ls  and supplies.
8. M ilita ry  personnel costs and other expenses actually incurred  by the m i l i ­
ta ry  departm ents applicable to operations financed under Industrial Funds shall be 
paid fro m  Industria l Funds, e ith er d ire c t ly  or in d irec tly  by re im bursem ent o f the 
applicab le appropriations or accounts o r ig in a lly  used to finance such expenses.
9. D eta iled  estim ating and planning fo r  job perform ance in term s o f m a teria l 
requ irem ents and labor operations, production scheduling and con tro l, and p ro cu re ­
ment and inventory con tro l, shall be coordinated in th e ir financia l aspects with 
budgeting and cost con tro l.
10. Costs shall be c lo se ly  con tro lled  through the use o f techniques such as the 
fo llow ing:
* If a system of standard cost accounting is employed (see paragraph 10), actual costs under a project order may 
be determined simply by adjusting the standard cost estimates to reflect an allocation of actual cost variances, 
thus avoiding job order cost accounting which is presently considered to be a normal procedure.
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a. The actual cost o f w ork  p erfo rm ed  shall be m easured against c lose  cost 
estim ates; cost variances  shall be assessed  by respon s ib ility  and cause 
to the extent fea s ib le , w ith re fe ren ce  p r im a r ily  to the sp ec ific  op era ­
tions being p erfo rm ed  ra ther than the sp ec ific  end-products or s e rv ic e s . 
So fa r  as appropria te , such variances shall be determ ined  da ily  and 
made the subject o f rev iew  by the responsib le su perv isors  with explana­
tion to th e ir su p erv iso rs . (Th is  is  m ost appropriate fro m  day to day 
with respect to labor costs and d e fec tive  w o rk .) By "c lo s e "  cost e s t i ­
mates is meant, costs that m ay be attained with e ffic ien t operation  - -  
not idea l operation . H ow ever, such cost estim ates should be exceeded 
frequently . The " lim ita tio n " concept o f Governm ent appropriation  
accounting must not be used fo r  the purpose o f estab lish ing cost e s t i­
m ates fo r  purposes o f e ffe c t iv e  cost con tro l. (H ow ever, see sub- 
paragraph d with re fe ren ce  to "fund" con tro l on lim ita tion  b a s is . )
b. Cost estim ates used fo r  standards shall be based upon deta iled  en g in eer­
ing standards fo r  m a ter ia l, m ach ine-tim e, and lab o r-tim e  requ irem ents 
to the extent fea s ib le , using standard m a ter ia l p r ices  and curren t labor 
ra tes .
c . Actual overhead expenses shall be m easured monthly against budgeted 
expenses at the actual le v e l o f production fo r  each appropriate super­
v is o ry  respon s ib ility . Such expense budgets can only be established 
a fte r  the end o f the month when the actual production is  known. (The 
" f le x ib le "  or "v a r ia b le "  budget con cep t.) Overhead expenses shall e x ­
clude a ll m a teria l and labor cost va rian ces , such as p r ice  or rate v a r i ­
ances, los t t im e , and d e fec tive  w ork , which are  separate ly  m easured 
and assessed .
d. Cost estim ates shall be made fo r  individual p ro jec t o rd ers  (broken down 
when d es irab le  by component jobs ) based upon the spec ific  w ork  to be 
p erfo rm ed  and m ateria ls  to be used, using the cost standards r e fe r r e d  
to above. (In the case o f overhead costs , norm al overhead expense 
rates shall be u sed .) Only these estim ates shall be d isc losed  to shop 
peop le. H ow ever, fo r  purposes o f o v e ra ll fund con tro l, there shall be 
added to these cost es tim ates , allowances estim ated  to be requ ired  fo r  
contingencies (which w ill be included in actual costs to be b illed  the 
orderin g  agen c ies ). Such contingencies shall include a ll poss ib le  cost 
variances except p r ic e  variances  fo r  standard m a te r ia ls , costs o f 
maintenance o f m ajor id le  fa c il it ie s , and id le  tim e o f em ployees ( i f  s ig ­
n ificant in amount) when such costs are  incurred  during slack periods in 
o rd er to m aintain the organ ization . (Costs o f id le  fa c ilit ie s  and m an­
power o f this character shall be financed separa te ly  under appropriation  
a llotm ents. P r ic e  variances fo r  standard m ateria ls  shall be treated  as 
a m onetary gain o r loss to the industria l fund - -  see K  7 .) The tota l 
estim ated  costs fo r  each p ro jec t o rd er shall be kept within the p ro je c t-  
o rd er lim ita tion  (as adjusted) by those responsib le fo r  o v e ra ll planning 
and estim ating. The same people (not those in the shops) shall be 
responsib le fo r  continuous, t im e ly  rev iew  o f actual costs , in com parison  
with the o v e ra ll estim ates on the b illin g  bas is , and fo r  n ecessa ry  action 
to keep them  in line with lim ita tion s , as w e ll as fo r  the norm al action
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requ ired  where actual costs a re  out o f line with the p r im ary  c lose  e s t i­
m ates. The actual cost o f procurem ent or requ isitions o f scheduled 
specia l m ateria ls  and equipment shall be fo llow ed  item  by item , in 
re la tion  to estim ated cost, although this respon s ib ility  may be delegated 
to those responsib le  fo r  incurring the obligations th e re fo r .
e. In cases where p redeterm ined  p r ices  a re  used fo r  purposes o f o rderin g  
and b illin g , a s im ila r  system  shall be used in estim ating costs fo r  the 
purpose o f setting p r ic e s . H ow ever, fo r  purposes o f cost con tro l, 
accounting fo r  the cost o f each o rd er w ill not be requ ired . G en era lly  
in such instances it w ill be appropriate to use the flex ib le -overh ead  
budget approach to determ ine cost estim ates fo r  work actually p e r ­
form ed  by respon s ib ility  cen ters without re fe ren ce  to sp ec ific  orders  
fo r  the end-product or s e rv ic e ; actual costs and variances would then be 
con tro lled  in those te rm s .
f. Sum m arized cost estim ates fo r  w ork actually p erfo rm ed  each month (to 
the extent d eterm in ab le ), together with reasonable advance estim ates o f 
cost variances (on the basis described  in (d) above ), w ill constitute the 
budget fo r  the month and f is c a l yea r to date fo r  reporting purposes.
W ork fo r  which no such estim ates a re  ava ilab le  w ill be separate ly  
costed , and the budget th e re fo r  shown upon the basis o f the best o v e ra ll 
estim ates ava ilab le , except how ever that expenses o f s e rv ic e  functions 
may be budgeted on the norm al advance basis o f expense budgeting fo r  
purposes o f ju stify ing a llotm ents. While annual budgets o f industria l- 
fund operations are  requ ired  in connection with the annual budget fo r  
appropriated funds, such budgets have lim ited  usefulness in financial 
con tro l o f industria l- o r com m erc ia l-typ e  operations, because the p r e ­
c ise  work to be undertaken each month (including the volum e o f w ork ) 
cannot be fo reseen  at the tim e the annual budget is  p repared . The u se­
fulness o f such budgets is  la rg e ly  confined to establish ing o v e ra ll needs 
fo r  working capita l fo r  such operations plus provid ing crude data on 
expenditures to round out the o v e ra ll departm ental budgets.
g. In many instances it w ill fa c ilita te  o v e ra ll reportin g  fo r  purposes of 
cost con tro l, to reco rd  standard costs and cost variances in the fo rm a l 
accounts.
11. Industrial Funds have been exem pted from  that phase o f top budgetary con­
tro l known as "apportionm ent" (lim ita tions o f obligations in cu rred ). Instead, there 
is a con tro l o ver ava ilab le  funds by a llocation  to each insta llation  or group of 
a c tiv it ie s  with the approva l o f the Bureau of the Budget. Such fund a llocations must 
be ju stified  by period ic  financia l rev iew s . H ow ever, there w ill  be specia l continu­
ous record -keep in g  o f a com m erc ia l type in each insta lla tion  in  te rm s (as may be 
appropria te ) o f budget estim ates and costs or obligations incurred  by p ro jec t o rder 
(o r job subdivisions), c lasses  o f work, procurem ent, labor, and overhead expenses, 
a ll designed to prevent the over expenditure o f amounts authorized by orderin g  
agenc ies , the accum ulation o f excess inven tories o f standard stock item s in the 
fund, or the incurring o f lia b ilit ie s  fo r  expenditure in excess o f ava ilab le  funds.
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12. Each insta llation  o r  group o f s e rv ic e  a c tiv it ie s  financed under the Industrial 
Fund shall em ploy a system  o f doub le-en try  bookkeeping.
13. Each m ajor insta lla tion  financed by an Industrial Fund shall have a com p­
tr o l le r  and a ll the functions norm ally  invo lved  in  com p tro lle r  ship a c t iv it ie s , in ­
cluding budgeting, accounting, d isbursing, and reports  re v iew  and ana lys is , but 
excluding only in ternal auditing. In these respects it shall not be dependent in  any 
way fo r  se rv ic in g  from  outside budget, accounting, or d isbursing o ffic e s .
14. Each accountable entity under a departm ental Industria l Fund shall render a 
monthly or qu arterly  and an annual report. Such reports  shall typ ica lly  include the 
fo llow ing exhibits (w ith appropriate com m ents):
a. Statement o f financia l position  (balance sheet) at end o f f is c a l period  in 
com parison  with the beginning o f the fis c a l period .
b. Ana lys is  o f changes in cap ita l fo r  the f is c a l p eriod , f is c a l yea r to date, 
and w h erever possib le  fro m  inception to date.
c. Summary o f revenue (including p rogress  payments and unbilled w ork ) 
in re la tion  to costs incurred  fo r  the f is c a l period  and yea r to date.
d. Sum m arized com parison  o f actual costs incurred  in re la tion  to budgeted 
costs fo r  actual work p erfo rm ed , with analysis o f variances by cause to 
extent o f w ork which is subject to such m easurem ent - -  fo r  the fis c a l 
period  and yea r to date.
e. Schedule o f p ro jec t o rd ers  in p rocess  during the period  with authorized 
amounts, estim ated costs o f job orders  issued (o r to be issued ), and 
costs incurred  to date (fo r  loca l management use on ly).
K . Stock Funds
1. Stock Funds a re  revo lv in g  funds o f working capita l used to finance the a c ­
qu isition  and holding o f com m on-use types o f m ateria ls  and supplies, p rin c ipa lly  o f 
an expendable nature (including rep a ir  parts ) and m inor equipment. The costs o f 
such m a te r ia ls , supplies, and equipment requ isitioned  fo r  consumption or use a re  
chargeable to the requ isition ing a c tiv it ie s ; and the Stock Fund is re im bursab le fo r  
such costs fro m  the appropriation  or other fund accounts used to finance the requ i­
sition ing a c tiv it ie s . When supplies owned by a Stock Fund a re  sold to departm ental 
personnel (e .g .  cloth ing) o r a c tiv it ies  o f other departm ents, the proceeds fro m  sale 
(at cost) are  rece ivab le  in the Stock Fund. P roceed s  from  sa les o f excess stocks 
and salvage a re  treated  s im ila r ly . The working cap ita l o f Stock Funds is  provided  
from  appropriated funds, including the cap ita liza tion  o f in ven tories .
2. In the case o f at least one ca tegory  o f m a te r ie l (A ir  F o rc e  depot stocks o f 
rep a ir  parts , a ir c ra ft  equipment, and aviation  supplies), it would be appropriate to 
finance stocks o f such m a te r ie l and the re la ted  depot a irc ra ft  maintenance and 
overhaul a c t iv it ie s , jo in tly , under the Industrial Fund. (Maintenance and overhaul
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ac tiv it ie s  use rep a ir  parts and rep a ir  or rebuild  used equipment fo r  return to the 
supply d iv is ion  fo r  is s u e . )
3. Stocks appropria te ly  financed by Stock Funds should include m ob iliza tion  
r e s e r v e s , excess stocks, and unserviceab le  stocks, as w e ll as norm al peacetim e 
operating stocks, but there should be separate accounting fo r  each o f these types o f 
stocks, and separate budgeting fo r , and financia l con tro l o f, procurem ent and stock 
le v e ls  o f m ob iliza tion  re s e rv e s  and norm al peacetim e operating stocks.
4. Stocks appropria te ly  financed by Stock Funds should include those stored at 
a ir  bases, posts, cam ps, and stations and those held overseas  except stocks in 
m inor stations and aboard ships (other than supply sh ips).
5. The m anagement o f Stock Funds, including financia l m anagem ent, in each 
m ilita ry  departm ent should con form  to assignm ents o f respon s ib ility  fo r  supply 
m anagem ent. This w ill not requ ire  d ivid ing each departm ental Stock Fund into 
segm ents below  the le v e l o f the respective  techn ical s e rv ic es  having cognizance 
o ver  the various m a te r ie l ca tegories  financed under the Stock Fund.
6. The fo llow ing genera l p o lic ies  shall govern  the establishm ent o f Stock Fund 
p r ices :
a. Each item  financed under a Stock Fund shall have a single standard p r ice  
which shall be used fo r  both inventory accounting (including the d e te r ­
m ination o f lo sses , gains, or adjustm ents) and fo r  e ffec tin g  re im b u rse ­
ments fo r  sale or issue.
b. Standard p r ices  fo r  Stock Fund item s shall be determ ined in accordance 
with the ru les set forth  in paragraph 4, Section L .
c . The expense o f procurem ent, warehousing, red istribu tion , repacking 
and handling, o r any other function o f supply adm in istration  pertain ing 
to a Stock Fund item  w ill not be financed fro m  the Stock Fund o r included 
in the standard p r ice  o f the item  but w ill be charged  to appropriations 
made sp ec ifica lly  th e re fo r . (Th is  may be subject to m inor exceptions, 
as sp ec ifica lly  authorized. )
7. Stock Fund expenditures w ill include the purchase cost o f m a te r ie l procured  
th e re fo r , including transportation , and the cost o f p rocess in g  or repa ir in g  m a te r ie l 
(including p rocess ing  or repa ir in g  in Governm ent-owned p lants). Variances b e­
tween such actual costs and the standard p r ic e s , including surcharges fo r  authorized 
expenses and lo s s es , w ill constitute a gain o r loss to the Stock Fund a fter charging 
th ere-aga in st authorized expenses and losses  o f e ve ry  descrip tion .
8. Stock Fund com m itm ents, ob ligations, and expenditures w ill be subject to 
"apportionm ent” con tro l in a manner s im ila r  to apportionm ent o f appropriations 
(see  F ) ,  except that reim bursem ents shall be anticipated fo r  the procurem ent lead - 
tim e period  beyond the end o f the fis c a l yea r in determ in ing amounts ava ilab le  fo r  
apportionm ent and obligation  during the fis c a l y ea r . Such apportionm ent lim itations 
shall be reduced to correspond with any reductions in actual reim bursem ents during 
the fis c a l y ea r , or in anticipated reim bursem ents beyond the end o f the fis c a l yea r.
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9. Budgeting and financia l con tro l fo r  Stock Fund operations w ill be continuous 
based upon fo recasts  o f m a te r ie l requ irem ents in the ligh t o f appropriate stock 
le v e ls , issues (re im bu rsem en ts ), and procurem ent lead -tim e . In this respect no 
d iffe ren t p ractices  a re  contem plated than under procurem ent appropriations, e x ­
cept fo r  the avoidance o f a r ig id  statutory fis c a l-y e a r  lim ita tion  on obligations 
(see  8). P rocu rem en t budgets by m a te r ie l ca tegory  in term s o f expenditures shall 
be estab lished and rev ised  from  tim e to tim e in a manner to p reven t cash o v e r ­
drafts in the fund or unpaid accounts because of lack  of ava ilab le  cash. Related 
cash budgets shall be p repared , and ava ilab le  cash shall be re s tr ic ted  to needs 
estab lished by procurem ent budgets a fte r considering anticipated cash re im b u rse ­
ments as being ava ilab le  fo r  procurem ent expenditures when due; excess cash shall 
be held in " r e s e r v e .  "  When d es irab le , additional cash shall be requested to be 
made ava ilab le  by appropriation .
10. Based upon budgets and subject to apportionm ent lim ita tion s , the standard 
procedures fo r  adm in istra tive con tro l o f appropriations and bookkeeping and 
reportin g  fo r  allotm ents (see F , G , and H) w ill be fo llow ed .
11. F inancia l accounting fo r  Stock Fund in ven tories w ill be in tegrated  with 
financia l transactions o f the Fund. D eta iled  stock records  w ill  be m aintained, sub­
jec t to o v e ra ll d o lla r con tro l o f the Stock Fund accounts. See Section L  fo r  fu rther 
p roperty accounting requ irem ents.
12. Each Stock Fund shall be the subject o f double-en try bookkeeping, except at 
a ir  bases, posts, cam ps, and stations where the use o f  a m ore  s im p lified  method 
is gen era lly  appropriate without loss of accuracy in the record -keep in g .
13. Reporting fo r  Stock Fund operations w ill com bine the best featu res o f com ­
m erc ia l and Governm ent p rac tice . Such reports  shall include the fo llow in g  exhibits 
and appropriate com m ents:
a. Statement of financia l position  (balance sheet) at end o f f is c a l period  in 
com parison  with the beginning o f the fis c a l p eriod .
b. A na lysis  o f changes in Stock Fund capita l fo r  the month o r qu arter, 
f is c a l yea r to date, and (w h erever p oss ib le ) from  inception to date.
c . Summary o f stocks on hand by ca tego ry , c la ss ified  between: (1 ) norm al
peacetim e operating stocks, m ob iliza tion  re s e rv e s , and excess stocks, 
and (2) serv iceab le  stocks, reparab le stocks, and u nserviceab le  stocks, 
with data on norm al stock le v e ls  in re la tion  to cu rren t monthly con ­
sumption.
d. Summary o f financia l transactions and stock balances by stock ca tegory  
(m ob iliza tion  re s e rv e s  separa te ly ) fo r  the month or quarter and yea r to 
date.
e. P ro je c tio n  o f budget estim ates fo r  stock transactions and balances and 
fo r  cash transactions and balances fo r  the rem ainder o f the curren t 
f is c a l yea r (w ith estim ates o f goods on o rd er at end o f yea r and a n tic i­
pated reim bursem ents to be ava ilab le  to m eet payments thereon  a fte r 
the end o f the fis c a l y ea r ).
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L . P ro p e r ty  accounting (excluding re a l estate and insta lled  equipment
1. P ro p e r ty  accounting w il l  be maintained in term s both o f cost and physical 
quantities fo r  a ll m a te r ie l o f e v e ry  type o f a ll locations except sm all stations, 
aboard ships at sea (other than supply ships and a irc ra ft  c a r r ie r s ),  m a te r ie l in 
hands o f troops, m a te r ie l in the hands o f a ir  squadrons, etc. P ro p e rty  accounting 
in such excepted areas w ill  be m aintained only in physica l te rm s . P ro p e r ty  a c ­
counting shall be designed to (a ) furnish data requ ired  fo r  supply management, 
esp ec ia lly  fo r  con tro l o f stock le ve ls  and procurem ent requ irem ents; (b) p rovide 
accurate data fo r  cost con tro l o ve r  consumption o r use o f p roperty ; and (c ) p ro ­
vide evidence o f d ischarge o f accountability fo r  rece ip t and d isposition  o f p roperty .
2. In the maintenance o f financia l accounting fo r  p roperty , there w ill  be in te­
gration  between the p roperty  transactions, expressed  in financia l term s, and the 
re la ted  financia l transactions under applicable appropriations or revo lv in g  funds. 
Th is means there w ill  be agreem ent or recon c ilia tion  between: (a) the cost o f
m a te r ie l re ce iv ed  into the p roperty  accounting system  and expenditures made 
th ere fo r ; (b) the cost o f p roperty  issued fo r  consumption or use and the expenses 
th e re fo r  re fle c ted  under the applicable appropriations or funds.
3. In the maintenance o f financia l accounting fo r  p roperty , there w ill  be p ro ­
vided a continuing accountability, in the com m on denom inator o f d o lla r cost, fo r  a ll 
p roperty  on hand or rece ived  into the system  until d isposed o f in an authorized 
m anner, except fo r  such losses  as w ill  inevitab ly a r is e . H ow ever, such losses  w ill 
be subject to appropriate h igher re v iew  and approval o r d isc ip lin ary  action o f the 
accountable o ff ic e rs . Such com plete accounting requ ires  record -keep in g  fo r  m ate­
r ie l  in transit between installations (o r accountable o f f ic e r s ) and tran s fer o f finan­
c ia l accountability to installations (or accountable o ff ic e r s ) to which such m a te r ie l 
is tran s ferred .
4. In o rd er to s im p lify  accounting fo r  the cost o f p roperty , a system  o f stand­
ard  cost p r ices  shall be applied in each m i l i t a r y  departm ent based u p o n  the 
fo llow ing p o lic ies :
a. In g en era l,*  each item  shall have a single standard p r ice  at any tim e 
which shall be used fo r  inventory accounting, including the determ ina­
tion o f lo sses , gains, o r adjustments, and the record in g  o f costs o f the 
item s issued fo r  consumption or use or the sale or tran s fer o f the 
item s to other agencies or departm ent personnel.
b. Standard p r ices  shall be rev iew ed  whenever n ecessary , but at least 
annually, w ith rev is ion s  to p r ice  lis ts  issued as frequently  as requ ired  
by sound business p ractice .
c. The standard p r ice  o f each item  shall include the fo llow ing elem ents:
* Exceptions must be permitted such as in the case of ships, where it is feasible as well as appropriate to ac­
count for the cost of the units at actual cost.
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(1) The curren t m arket o r production cost o f the item  at the tim e the 
p rice  is established.
(2) The transportation  costs fo r  the item  from  m anufacturer o r con­
trac to r to the f ir s t  point o f destination within the supply system .
(3) In the case o f item s ca rr ied  in stock funds only, a surcharge to 
co ver  a ll fo reseeab le  net losses  re la tin g  to such item  based upon 
estim ated losses  by ca tegories  o f item s.
d. In genera l, an item  in less  than new condition o r its equivalent, shall 
not be considered  as iden tica l to the same item  when new and shall be 
p riced  at less  than the new item . (Th is does not apply to item s o f a 
cap ita l nature such as ships, a irc ra ft , tanks, and autom otive veh ic le s .)
e. A l l  goods rece ived  from  procurem ent into the supply system  shall be 
recorded  at standard cost in the p roperty  accounts, and the d iffe ren ce  
between such standard cost and actual invo ice cost shall be treated  as a 
p r ice  variance. Fu rtherm ore, whenever standard p r ices  a re  changed, 
a ll stocks on hand shall be rep r ic ed  and the aggrega te  changes in total 
costs o f a ll  stock on such basis s h a l l  be recorded  as a rep r ic in g  
variance.
5. F o r  each accountable ac tiv ity , sum m ary (o r  con tro l) accounts fo r  tran sac­
tions and stock balances shall be maintained in financia l term s (at standard p r ices  
to the extent app licab le ) by the stock c lass ifica tion s  adopted fo r  supply management 
purposes. Such c lass ifica tion s  shall be based upon the fo llow ing p o lic ie s :
a. Basic c la ss ifica tion s  shall be maintained by ca tegories  o r  subcategories 
in term s o f type o f m a ter ie l.
b. Subclassifications shall be maintained under each ca tegory  by stock 
condition.
c. Separate com plete c lass ifica tion s  shall be maintained by ownership 
when m a te r ie l is held fo r  another agency o r p rogram .
d. Further subclassification  requ ired  fo r  supply management, in term s o f 
the purposes fo r  which the p roperty  is held, w ill be m aintained fo r  each 
accountable ac tiv ity  only to the extent appropriate (e .g . excess stocks 
awaiting d isposa l). The rem ainder o f such su bclass ifica tion  [ e .g . n o r­
m al operating stocks (including tem p ora r ily  excess stocks held fo r  use) 
and m ob ilization  r e s e rv e  stocks (in peacetim e) ]  m ay be provided  by 
o v e ra ll accounting reco rd s  o f transactions and stock balances m ain­
tained at cen tra l s tock -con tro l p o i n t s  without r e f e r e n c e  to stock 
locations.
In genera l, such financia l accounts as are requ ired  to be maintained by accountable 
a c tiv it ies  shall be maintained at the resp ective  sites w here the p roperty  is  located 
and the detailed  stock records  (see  6) a re  maintained. Under spec ia l conditions,
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such financia l accounts m ay be maintained cen tra lly  (o r  at other stations as a s e r v ­
ic e ) only when the deta iled  stock reco rd s  a re  maintained at the same location , and 
provided  there is pos itive  assurance o f reasonable accounting accuracy by reason  
o f the lack  o f stock a c tiv ity  or the ex traord inary  d egree  o f stock con tro l exerc ised .
6. D eta iled  stock reco rd s  (by item s) shall be maintained gen era lly  fo r  each 
accountable a c tiv ity  (except re ta il a c t iv it ie s ) in support o f the sum m ary (con tro l) 
accounts, but it w il l  not be requ ired  that the deta iled  item  records  show p r ices  or 
the amounts o f transactions in financia l term s.
7. P ro p e r ty  transactions (including adjustments fo r  lo sses , whether or not 
id en tifiab le ) shall be documented in term s o f d o lla r amount and quantities by item s, 
with evidence o f authorization or approval to the extent appropriate, except fo r  
re ta il a c tiv ities  where cash re g is te rs  m ay be used in accounting fo r  sa les .
8. P e r io d ic  or continuing, rotating, physica l checks o f stock item s shall be 
made by count, weight, or m easurem ent, and the deta iled  stock record s  and sum­
m ary  (con tro l) accounts shall be adjusted in accordance therew ith . S im ila r ly  
period ic  balancing in term s o f cost o f deta iled  stock records  and sum m ary (con­
tr o l) accounts shall be e ffected  by p ric in g  the stock balances by item .
9. A ppropria te  p rinc ip les  o f in ternal con tro l shall be observed  in p roperty  a c ­
counting. Such p rin c ip les  requ ire  the separation  o f duties between custody o f 
m a ter ie l, rece ip t and inspection o f m a ter ie l, reco rd -keep in g , exam ination and ap­
p rova l o f purchase vouchers fo r  payment, authorization o f issues, re v iew  o f lo sses , 
and physica l inventory-tak ing.
10. R eports in financia l term s o f p roperty  transactions and balances, by stock 
ca tego r ies , shall be submitted at least qu arterly  by a ll a c tiv it ie s , and such reports  
shall be the subject o f consolidation  at the le ve ls  o f the operating agencies and 
m ilita ry  departm ents. Such reports  shall be designed to show norm al operating 
s to ck -leve ls  o f d iffe ren t types o f m a te r ie l in re la tion  to issues (e .g . tu rnover or 
days o f supply on hand); m o b iliza tio n -rese rve  stock le v e ls  in re la tion  to authorized 
le v e ls ; the extent o f excess stocks held fo r  d isposal; the extent o f u nserviceab le  
stocks held fo r  rep a ir ; the amounts and character o f stock losses  by respon s ib ility  
le v e ls ; and a p roo f o f broad accountabilities by the custodian a c tiv it ie s .
11. Reports fo r  sp ec ific  p roperty  item s in term s o f quantities shall be rendered  
as requ ired  fo r  purposes o f supply management (see  I I I  B and C ).
12. P ro p e rty  in the hands of con tractors (Governm ent furnished p roperty ) shall 
be accounted fo r  by con tractors in a manner gen era lly  s im ila r  to the p roperty  a c ­
counting requ irem ents fo r  defense a c tiv it ie s . The resp ec tive  procurem ent agencies 
concerned shall maintain accounting con tro l o ver accountability fo r  such p roperty  
in the hands o f con tractors . In m ost instances such con tro l may be m aintained by 
the procurem ent agency without the use o f deta iled  item  reco rd s , but with re liance 
upon item  record s  o f and reports  by the con tractors ; how ever, in some instances, 
even though not requ ired  fo r  purposes o f accountability, it is  n ecessary  fo r  the 
procurem ent agency to m aintain detailed  item  records  fo r  procurem ent purposes. 
The cost o f Governm ent furnished m ateria ls  incorporated  in end-item s procured  
should be included in the cost o f the end-item s.
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M. P ro p e rty  accounting - -  r e a l estate and insta lled  equipment
1. P ro p e r ty  accounting w il l  be m aintained fo r  re a l estate and insta lled  equip­
ment both in term s o f cost and physica l units. Such accounting shall be designed 
to m eet needs fo r  data as to costs o f such fa c ilit ie s  by a c tiv it ie s , as w e ll as to 
p rov ide accountability fo r  such p roperty .
2. As in the case o f other p roperty , there w ill  be in tegration  between the 
p roperty  transactions, expressed  in financia l term s, and the re la ted  financia l tran s­
actions under applicable appropriations o r revo lv in g  funds (provided , how ever, the 
laws are changed to p erm it ownership o f this type o f p roperty  by revo lv in g  funds).
3. Accounting fo r  this type o f p roperty  w ill  g en era lly  be p erfo rm ed  at the 
s ite , including accounting by con tractors fo r  Governm ent-owned plants and equip­
ment in their custody, under p rin c ip les  o f in ternal con tro l gen era lly  app licab le in 
p roperty  accounting.
4. The basis o f valuation o f this type o f p roperty  w ill  be actual cost by item  
accounted fo r , without p rov is ion  fo r  deprecia tion  except fo r  p rop erty  which m ay be 
owned by revo lv in g  funds (provided  lega l authority is obtained fo r  such ownership - -  
see J 2). Units o f plant and insta lled  equipment shall not be broken down below  
natural units fo r  purposes o f accountability o r re tirem en t accounting, and any r e ­
placem ents o f units below  such le v e l o f accounting shall be treated  as maintenance 
expense.
5. M ovable equipment in use in connection with fixed  installations shall be 
subject to accounting s im ila r  to insta lled  equipment, except that “ cost f lo o r s ”  or 
other c r it e r ia  w ill be estab lished as a p rac tica l means to e lim inate o r reduce the 
p rob lem  o f accounting fo r  sm a ll item s, esp ec ia lly  those having a r e la t iv e ly  short­
life  o r low -tem ptation -va lue. Replacem ents o f item s not subject to financia l a c ­
counting shall not be t r e a t e d  as additions to c a p i t a l  assets fo r  p u r p o s e s  o f 
expenditure con tro l, but ra ther as maintenance charges.
N. Auditing
1. The Assistan t S ecre ta ry  o f D efense (C om p tro lle r ) w ill have a sm a ll audit 
d iv is ion  which w ill  form u late audit p o licy  fo r  guidance o f the m ilita ry -d epartm en t 
audit agencies. Th is d iv is ion  w il l  a lso  be responsib le fo r  rev iew in g  and exam ining 
the audit operations o f the individual departm ents and reportin g  thereon. In som e 
instances, this d iv is ion  w ill  undertake spec ia l audits fo r  the purpose o f reportin g  
to the Ass istan t S ecre ta ry  o f D efense (C om p tro lle r ), although in gen era l any spe­
c if ic  questions orig inating at the le v e l o f the O ffice  o f S ec re ta ry  o f D efense and 
requ irin g  audit o r investigation  and rep o rt w ill  be r e fe r r e d  through the depart­
m ental S ec re ta r ies  to the resp ective  departm ental audit agencies fo r  n ecessa ry  
action, including reporting to OSD.
2. Each m ilita ry  departm ent w ill have an audit organ ization  under a d ire c to r  
who shall rep o rt d ire c t ly  to the S ecre ta ry , U n d ersec re ta ry , or A ss istan t S ecre ta ry  
o f the departm ent charged with respon s ib ility  in the com p tro lle r  a rea . These cen­
tra l audit organ izations shall be responsib le fo r  w orldw ide audit operations o f a
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pro fess ion a l nature in each departm ent. They shall be concurren tly  responsib le 
to the S ec re ta ry  o f Defense (o r h is des ignee ) fo r  reportin g  on certa in  sp ec ific  a s ­
signments as d irected  through the resp ec tive  departm ental s ec re ta r ie s .
3. No other fo rm a l audit organ ization  (except fo r  the detailed  auditing o f non­
appropriated funds) shall be estab lished at any low er echelon. Th is w ill  avoid 
duplication o f audit e ffo r t  and ach ieve the highest p ra c tica l degree  o f audit inde­
pendence. T o  the d egree  n ecessary , echelons below  the departm ental le v e l w ill
be authorized and encouraged to u tilize  “ trou b le -sh oo ters ”  (m obile su perv isory  
personnel) to su rvey areas where d e fic ien c ies  ex is t and ach ieve on -the-spot c o r ­
rection  with a m inim um  expenditure o f tim e and e ffo r t. M oreove r , each depart­
mental audit agency shall s e rv ic e  the operating agencies and installations, through 
the appropriate channels, by furnishing audit reports  coverin g  m atters in which 
they have a basic in terest. Methods must be established fo r  e ffec tin g  and reportin g  
on co rrec tion s  and im provem ents requ ired , as approved by com petent authority.
4. The in ternal audit functions shall be designed to p rov ide through first-hand  
on -the-spot re v iew  and exam ination, and independent evaluation and rep o rt on s ig ­
n ificant m atters having a financia l or business im p lica tion . These m atters m ay 
include a ll operating, organ izational, and procedura l aspects o f financia l m anage­
ment, as h ere in  outlined, o r re la ted  m atters having to do with such fie ld s  as 
procurem ent, production, and supply management. H ow ever, without being confined 
thereto , system atic attention shall be given  to re v iew  and exam ination o f the quality 
o f budgeting and reporting, to the sa tis factory  functioning o f in ternal con tro ls  sa fe ­
guarding the expenditure o f funds and the use o r d isposition  o f p roperty , and to 
com pliance with basic po licy  and procedures in the area  o f financia l management 
at a ll le v e ls  and insta llations. N ecessa r ily , audits o f this nature w ill be se lec tiv e  
and pred icated  upon sta ff resou rces , p r io r it ie s , and findings as to the d egree  o f 
re liance  which m ay be p laced upon the system  o f in ternal con tro l in any a rea  or 
installation . It w il l  be n ecessa ry  to m ore c le a r ly  define the re la tion  and fie ld s  o f 
in terest o f the audit agency and Inspector G eneral in each departm ent.
5. The highest d egree  o f cooperation  should ex is t between auditors and con­
tracting o ff ic e rs  in the auditing o f con tracto rs ' costs fo r  purposes o f procurem ent 
p ric ing . W hile the aud itors ' independence must be p reserved , it  is a lso  n ecessa ry  
that they serve  contracting o ff ic e rs  as advisors without undertaking to decide fo r  
them  m atters o f substance which should be determ ined by the use o f business 
judgment and negotiation. In this respect the auditor’ s judgment is p r im a r ily  
s ign ificant in application  to techn ical accounting questions and d isc los ing  facts .
The scope o f contract auditing shall be reduced, whenever feas ib le , p red icated  upon 
the dem onstrated in tegrity  o f the sp ec ific  con tractor and the proven  quality o f his 
system  o f in ternal con tro l and accounting.
6. Gradual extension o f the p ractices  o f “ com prehensive auditing”  by the 
G eneral Accounting O ffice  w ill  be assumed. The GAO acts as the independent au­
d itor fo r  the C ongress. Com prehensive auditing takes p lace in the o ffic es  o f the 
departm ents, including their operating agencies and insta llations. It is  understood 
that the scope o f such com prehensive audits w ill  be lim ited  to the extent that may 
be ju stified  by the in ternal con tro ls  estab lished in the departm ents (including 
in ternal auditing) and the quality o f dem onstrated perform ance. The scope o f in ­
terna l auditing shall not be pred icated  upon the scope o f GAO audits.
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I I I .  C E R T A IN  TECH NICAL , FE A TU R E S  O F R E L A T E D  
F IELD S O F S U P P L Y  M AN AG E M E N T
A . Assignm ents o f procurem ent authority and respon s ib ility
1. R esponsib ilities  fo r  procurem ent in the Departm ent o f Defense are la r g e ly  
cen tra lized  in each o f the m ilita ry  departm ents under the im m ediate d irec tion  o f 
the A rm y  technical s e rv ic e s , Navy bureaus, and the A ir  M a te r ie l Command o f the 
A ir  F o rce . H ow ever, there is  a va ry in g  d egree  o f cen tra l o v e ra ll supervis ion  and 
d irec tion  of procurem ent in the seve ra l m ilita ry  departm ents.
2. S in g le -s e rv ic e  assignm ents of procurem ent respon s ib ility  in sp ec ific  m a te ­
r ie l areas have been made by the S ecre ta ry  o f D efense. Under such assignm ents,
a techn ical s e rv ic e , bureau, or AM C is  responsib le  fo r  procurem ent fo r  a ll three 
m ilita ry  departm ents, including the M arine C orps. It  is  the genera l p ractice  not 
to c rea te  separate independent procurem ent agencies outside the three m ilita ry  
departm ents. H ow ever, a few joint procurem ent agencies have been created  with 
jo int partic ipation  of the three departm ents, but under v e ry  broad supervis ion  (o r 
m onitorsh ip ) o f one o f the m ilita ry  departm ents.
3. In addition to norm al s in g le -s e rv ic e  procurem ent assignm ents, the A rm y  
technical s e rv ic es  continue to s e rv ic e  the A ir  F o rce  in  a ll cen tra l p rocurem ent o f 
certa in  ca tegories  o f technical m a te r ie l. (F o r  m ost o f these ca tego r ies , the A rm y  
technical s e rv ic es  are a lso  the genera l warehousing and d istribu tion  agents o f the 
A ir  F o r c e . )
4. L o ca l procurem ent authority in each departm ent (at depots, posts, bases, 
e t c . ) has been lim ited  la rg e ly  to procurem ent o f certa in  perishab le subsistence and 
item s needed in an em ergency, but the A rm y  and A ir  F o rce  have been experim en t­
ing with lim ited  extension o f lo ca l procurem ent to standard com m erc ia l item s which 
are availab le lo ca lly  or which are the subject o f procurem ent schedules under open- 
end contracts negotiated cen tra lly . This includes item s procured  through or 
stocked by G enera l S erv ices  Adm in istration .
5. The Assistan t S ecre ta ry  o f Defense (Supply and L o g is t ic s ) is responsib le 
fo r  the determ ination  of procurem ent po licy , but in the perform ance o f this function 
he is  advised by the Under S ecre ta ry  or A ss istan t S ecre ta ries  of the three d ep a rt­
ments responsib le fo r  procurem ent and by the Assistan t S ecre ta ry  o f  Defense 
(C om p tro lle r ) w ith resp ect to the financial aspects o f procurem ent.
B. Assignm ents o f respon s ib ility  fo r  supply-m anagem ent functions other than 
procurem ent
1. Assignm ents o f respon s ib ilit ies  fo r  departm ent-w ide supply-m anagem ent 
functions are made much d iffe ren tly  in the three m ilita ry  departm ents, although in 
each one there is the common feature of cen tra l o v e ra ll supervis ion  and coord in a ­
tion. H ow ever, it  should be assumed that each m ilita ry  departm ent w ill have a 
defin ite assignm ent o f the fo llow ing respon s ib ilities  fo r  supply-m anagem ent func­
tions (not a ll in c lu s ive ):
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a. D eterm ination  of p eriod ic  and specia l cen tra l p rocurem ent requ irem ents, 
based gen era lly  upon departm ent-w ide stock-status and consumption 
reportin g  and p rogram  data - -  separate assignm ents to organ ization  
units by com m odity area  except fo r  m a jor p r im a ry  item s.
b. Central determ ination  o f s to ck -le ve l ce ilin gs fo r  each type of in s ta lla ­
tion by com m odity area .
c. Central determ ination  o f m ob iliza tion  re s e rv e  requ irem ents.
d. R eview  and "aud it" o f p rocurem ent requ irem ents determ inations and 
stock le v e ls .
e. Iden tification  and d isposal of excess stocks.
f. D irection  of rehab ilitation  and rep a ir  of unserviceab le stocks.
g. R eview  and approval o f stock lo sses , whether or not identifiab le by 
respon s ib ility .
h. Custody and storage of stocks, p reserva tion  o f stocks, rece ip t and 
inspection, packing and shipment or d e liv e ry  o f stocks requ isitioned , 
and stock accounting to extent requ ired  at e v e ry  le v e l (a ll o f these 
functions subject to separate assignm ents pursuant to the p rincip le  of 
in ternal con tro l).
2. In genera l, each departm ent w ill have the function of storage and d is tr ib u ­
tion o f its own m a te r ie l, rega rd less  o f the existence o f s in g le -s e rv ic e  procurem ent 
assignm ents. H ow ever, this is p resen tly  subject to exception to the extent that the 
A rm y  technical s e rv ic es  p rov ide this function fo r  A ir  F o rce  fo r  certa in  ca tegories  
o f m a te r ie l. Consistent with the basic system  of departm ental supply-autonomy, 
w ill be a requ irem ent fo r  making c ro s s -s e rv ic in g  arrangem ents between depart­
ments w hereby many lo ca l installations w ill requ is ition  common item s o f supply 
from  nearby depots o f other departm ents in o rder to reduce transportation  costs 
and p erm it the consolidation  o f som e depots.
C. D eterm ination  of procurem ent requ irem ents
1. Th ere  w ill be a regu la r, tim e ly , cen tra l determ ination  o f p rocurem ent 
requ irem ents fo r  e v e ry  item  cen tra lly  procured  in each com m odity area .
2. This determ ination  w ill take into consideration  the consolidated status o f 
stocks as reported  by a ll depots and stations, including overseas , but excluding 
sm all stations and ships (other than a irc ra ft  c a r r ie r s  and supply sh ips). A lso  to be 
considered  fo r  each item  w ill be the estim ated total consumption fo r  the p ro cu re ­
ment lead -tim e , m inimum consolidated s to ck -leve ls , stocks on o rd er, "dues out" 
under unfilled requ is itions, m ob iliza tion  re s e rv e s , reparab le stocks, and o b so le s ­
cence o f the item . W hile gen era lly  this data w ill be obtained from  qu arterly  r e ­
porting, m ore frequent reportin g  (even  da ily ) m ay be requ ired  in the case o f m a jor 
item s or tem p ora r ily  sensitive  item s.
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3. Estim ated total consumption (or w ithdrawals fo r  use) o f each item  shall 
take into consideration  the fo llow in g  fa c to rs , as m a y  be appropriate: cu rren t rate 
o f issues fo r  consumption or use (per month or in ra tio  to p rogram  m easures, such 
as fly in g  hours), experienced  rate o f issues fo r  s im ila r  item s (in  case o f new item s 
fo r  which there is no exp erien ce ), tables o f organ ization  and equipment, troop 
strength or p rogram  m easures, new units to be activated.
4. M ob iliza tion  re s e rv e  requ irem ents (in peacetim e only) w ill be estim ated  by 
item  (n ecessa r ily  roughly) upon the basis o f the additional stocks requ ired  at M -D ay 
(o ve r  curren t norm al operating stock le v e ls ) in o rd er to m eet a ll demands fo r  issue 
o r w ithdrawal fo r  use between that day and P -D a y  when it m ay be assumed that the 
rate o f d e liv e r ie s  from  industry w ill m eet the then curren t requ irem en ts. In this 
connection the fo llow ing factors  shall be considered ; tables o f organ ization  and 
equipment; plans fo r  units to be activated; requ irem ents fo r  prepositioned  stocks 
and assem blies o f components; estim ated consumption between M -D ay and P -D ay , 
le s s  estim ated d e liv e r ie s  between M -D ay and P -D ay ; in crease  in stock le v e ls  r e ­
qu ired a fter M -D ay as com pared with p resen t norm al operating stock le v e ls .
5. Estim ated norm al operating s to ck -le ve l requ irem ents w ill be a m inimum 
considering, as m ay be appropriate, fo r  each supply le v e l the fo llow in g  fa c to rs : 
p rocurem ent lead -tim e , in -tran s it tim e between depot and station, rate o f issues 
or w ithdrawals, m inimum allowances fo r  unusable o r unserviceab le stocks aw a it­
ing rep a ir . P rocu rem en t lead -tim e includes, as m ay be appropriate, tim e r e ­
qu ired fo r  adm in istrative planning; negotiating contracts; advance tim e requ ired  by 
con tractor in production engineering, tool design, procurem ent of tools and m a te ­
r ia ls  (including subcon tractors ’ lea d -tim e ), em ployee train ing, and experience 
b e fo re  attaining optimum rate o f production; risks o f s tr ik es ; possib le delays in 
acceptance of products; in -tran s it tim e from  fa c to ry  to depot, etc.
6. D eterm ination  o f estim ated procurem ent requ irem ents u ltim ately  m ay r e ­
qu ire adjustment based upon ava ilab ility  of funds (translated into possib le  sa c r ific e  
o f procurem ent o f one item  in fa vo r o f another).
7. Requ isitions from  any le v e l fo r  em ergency procurem ent are inevitab le , but 
should be held to  a m inim um . M oreove r, such requ isitions from  depot or fie ld  
le v e l should be translated into red istribu tion  o f ava ilab le stocks w henever p ra c t i­
cable b e fo re  estab lish ing em ergency  procurem ent requ irem en ts. (P e r io d ic  stock 
red istribu tion , in connection with qu arterly  rev iew s o f stock status, is assum ed .)
8. W hile the fo rego in g  is  d irected  towards cen tra lly  con tro lled  and procured 
item s, s im ila r  considerations are applicable at depot or station le v e l in determ in ing 
lo ca l procurem ent requ irem en ts. H ow ever, the application to lo ca l procurem ent
is gen era lly  much s im p ler, esp ec ia lly  since m ob iliza tion  re s e rv e s  are not involved .
D. S in g le -s e rv ic e  procurem ent
1. To  the extent feas ib le  and appropriate, in ter-departm en ta l procurem ent 
requ isitions shall be f ille d  by d e liv e ry  from  stocks o f the procuring agency with 
reim bursem ent to it, ra ther than by separate procurem ent fro m  a con tractor fo r  
the account o f the o rderin g  agency. In this connection, it shall not be p erm iss ib le
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fo r  the procuring agency to separa te ly  procure and stock com m on item s, or com ­
mon components of end-item s, fo r  the account of the o rderin g  agency; such item s 
shall be procured  and stocked on a consolidated basis so le ly  fo r  the account of the 
procuring agency. (Th is p ractice  does not apply to item s pecu liar to the orderin g  
agency, when such item s are stocked fo r  it by the procuring a gen cy .)
2. To  the extent in ter-departm en ta l procurem ent requ isitions are to be filled  
by contracting, *  the procuring agency shall separate ly  contract fo r , o r separa te ly  
schedule in consolidated contracts, the item s, quantities, and p rices  fo r  each 
orderin g  agency (including its e lf ) ,  and separa te ly  c ite the funds chargeab le. The 
vendor shall be instructed to submit separate in vo ices fo r  goods shipped fo r  the 
account of each o rderin g  agency. In  addition, when the procuring agency is not 
a lso the warehousing agent, the contractor shall be instructed to ship and b ill the 
orderin g  agency d ire c t ly . An exception to these ru les w ill be made when the con ­
tracts are o f a cost-type nature or requ ire  p rogress  payments or when there are 
to be separate procurem ents of components and assem bly of end-item s pecu liar
to the orderin g  agency; in such case the procuring agency m ay order on a con ­
solidated basis against its own appropriations, re c e iv e  and pay consolidated in ­
vo ic es , and re b ill the orderin g  agency fo r  its share of the paym ents, or in the 
a lte rn a tive  b ill the orderin g  agency fo r  the estim ated cost o f d e liv e r ie s  o f end-item s 
(with adjustment upon com pletion  o f the con tract). In this case, reim bursem ents 
m ay be anticipated by the procuring agency as a source o f availab le funds to finance 
procurem ent lead -tim e .
3. A l l  d e liv e r ie s  from  stock o f one agency to another shall be upon a r e im ­
bursable basis , except in the case of stocks dec lared  excess or m inor item s where 
the expense o f making charges would be justified . (In the la tter case, no charge 
shall be made to the o rderin g  agency, but where the item s are owned by a revo lv in g  
fund, reim bursem ents shall be made from  appropriations o f the owning agency. ) 
A rrangem ents fo r  rep lacem ents i n kind w ill not be perm itted . N or w ill it  be p e r ­
m iss ib le  fo r  any reason  to estab lish  m onetary cred its  to orderin g  agencies, against 
which cred its  the orderin g  agencies would be authorized to withdraw stocks, except 
that tem porary  stock w ithdrawal cred its  m ay be established under working capita l 
funds in connection with the in itia l cap ita lization  o f in ven tories.
4. When any d e liv e r ie s  under a con tract fo r  two or m ore agencies are d iverted , 
by m a te r ie l a llocation  or otherw ise, the agency to whom d ivers ion  is  made shall pay 
th ere fo r , and the contracts shall be m od ified  accord ing ly  to r e fle c t  the changes in 
the respective  in terests .
E. Contracting
1. W hile o rd in a rily  the standard method o f contracting requ ires  advertis ing 
and com petitive  bidding, with the award to the low est responsib le b idder at a f irm  
fixed  p r ic e , there are many situations requ irin g  and justify ing negotiation o f con ­
tracts  and p ric in g  by le ss  form al means, as authorized by the A rm ed  Serv ices
*For this purpose, the term "contracting" will be construed to include the issuance of a project order to a 
Government-owned industrial establishment.
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P rocu rem en t A ct. Am ong these a re  sm all purchases, em ergen cy  purchases, and 
m ajor technical item s fo r  which the con tractor cannot estim ate his costs with 
reasonable accuracy, at lea s t b e fo re  beginning production. H ow ever, in a ll such 
exceptional cases, in fo rm a l com petition  shall be used to the extent appropriate 
and feas ib le , in negotiating contracts, with the ob jectives  o f serv in g  the best 
in terests  o f the Governm ent, a ll things considered , and avoiding p re fe ren ce  of 
individual suppliers.
2. P rocedu res  fo r making sm a ll purchases w ill be s im p lified  as to negotiation, 
approval fo r  ava ilab ility  o f funds, decen tra liza tion  o f paym ent-location , re ce iv in g  
and inspection, use of lo ca l c red it accounts, use of petty cash funds, etc.
3. The use o f le tte rs  of intent preced ing negotiation o f fo rm a l contracts (in ­
cluding p r ic e s ) w ill be held to a m inim um . When used, the de fin itive  contracts 
w ill be issued within at lea s t 90 days th erea fter.
4. The use of f irm  fix ed -p r ic e  contracts shall be fa vored  over a ll other types 
w henever p racticab le , whether or not such contracts are le t  as a resu lt of a d ve r t is ­
ing and com petitive  bidding.
5. The use o f cost-re im bu rsem en t-type  contracts w ill be held to a m inim um .
In genera l, such contracts w ill be used only when it is im possib le  or im practicab le  
to use other types o f contracts, including f irm  fix ed -p r ic e  contracts o r those con ­
taining escalation , p rice -redeterm in a tion , or incentive clauses.
6. P r ic e -red e te rm in a tion  clauses should be used when a con tracto r ’ s costs 
cannot be estim ated with reasonable accuracy at the tim e of negotiating a contract, 
because of such reasons as lack o f p revious production experience or the ex istence 
o f contingencies (other than risks o f m a te r ia l-p r ic e  or w age-ra te  in creases , which 
m ay be provided  fo r  in esca lation  clauses) fo r  which the con tractor would otherw ise 
requ ire  cost allowances in p ric in g  that m ight p rove to be g ro ss ly  ex cess ive , p r o ­
vided that it  is b e lieved  it  w ill be feas ib le  to estab lish  reasonable, f irm  fixed  p rices  
b e fo re  com pletion  o f 50% of the contract in the ligh t of actual and estim ated  costs.
In genera l, re troa c tive  p rice -redeterm in a tion s  w ill be perm itted  only under such a 
condition, unless incentive clauses are u sed .*
7. Incentive clauses should be used in cases when it  is not b e lieved  it  w ill be 
feas ib le  to estab lish  reasonable p rices  at any tim e during the period  o f con tract 
p erform ance, because of the continued ex istence of contingencies, p rovided  that it  
is be lieved  it  w ill be feas ib le  at the outset (or shortly  th erea fter during the period  
o f contract p erform ance) to estab lish  a reasonable ta rget cost and ta rget p r ice  as
a basis fo r  determ in ing the resp ec tive  shares of the con tractor and the Governm ent 
in actual cost in creases  or d ecreases in the perform ance o f the entire con tra c t.*
8. W henever escalation , p rice -red eterm in a tion , or incentive clauses are used, 
ce ilin g  p rices  as w e ll as in itia l (o r  ta rget) p r ices  w ill be sp ec ified  in the contract. 
M o reo ve r , such p rices  shall be adjusted from  tim e to tim e to re f le c t  the p r ice  e f ­
fe c t o f contract changes.
*Such special forms of pricing should not be used for small contracts or those for which the period of performance 
is relatively short.
36
9. A  uniform  statem ent o f contract cost p rin c ip les  w ill be em ployed in d e te r ­
m ining e ither actual or es tim a ted  costs fo r  purposes o f con tract p ric in g , including 
p re -con tra c t negotiations, p r ice  rev is ion s , and contract c la im s, at any tim e during 
o r subsequent to the period  o f con tract perfo rm ance, including cases o f contract 
term ination  fo r  the convenience of the Governm ent. A ll actual costs requ ired  to be 
considered  in re troa c tiv e  p ric in g  or rep r ic in g  or contract settlem ents shall be 
subject to audit by the independent audit agency o f each m ilita ry  departm ent. Audits 
o f cost estim ates fo r  purposes o f fo rw ard  p ric in g  w ill  be optional w ith contracting 
o ff ic e rs . The G eneral Accounting O ffice  a lso  has the right to audit con tractors ' 
costs, but it  is  understood, w ill  e x e rc is e  this righ t to the degree  it  b e lieves  r e ­
qu ired based on the character o f audits by the m ilita ry  departm ents' own audit 
agencies.
10. In genera l, contract p r ices  a re  not to be set by form ula, except as requ ired  
in the case o f cost-re im bu rsem en t-type  contracts and esca lation  or incentive 
c lauses. H ow ever, un iform  prin c ip les  of p r ic in g  a ll negotiated contracts shall be 
form u lated  and observed .
11. R esponsib ilities  fo r  contract negotiation and contract adm in istration  shall 
be assigned to contracting o ffic e rs  in the resp ective  procurem ent agencies o f the 
m ilita ry  departm ents under appropriate rev iew  and supervis ion . H ow ever, r e ­
sponsib ilities  fo r  m a te r ie l inspection and rece iv in g , maintaining financial records  
o f contracts, contract paym ents, rev iew in g  the financial qualifications o f a con ­
tra c to r , arrangem ents fo r  and adm in istration  o f contract financing, and auditing of 
contract costs and Governm ent furnished p roperty , shall be placed in agencies or 
o ffic ia ls  independent o f the contracting o ff ic e rs . W ith the exception  of the f ir s t  
lis ted  function, a ll o f these functions w ill be adm in istered  by com p tro lle r  personnel.
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